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PROBLEMS OF SMALL-BUSINESS FINANCING 


TUESDAY, NOVEMBER 19, 1957 


House or REPRESENTATIVES, 
SeLect Commitree To Conpuct a Stupy AND 
INVESTIGATION OF THE PropLeEMsS oF SMALL Busrness, 
Washington, D. C. 

‘The committee met, pursuant to notice, at 2 p. m., in room 445, House 
Office Building, Hon. Wright Patman (chairman), presiding. 

Present : Representatives Patman (chairman), Multer, Yates, Steed, 
Brown, Hill, Riehlman, McCulloch, and Hosmer. 

Also present: Malcolm Bryan, president, Federal Reserve Bank of 
Atlanta, accompanied by Mr. Thomas Atkinson; Alfred aha presi- 
dent, Federal Reserve Bank of New York, accompanied by bert V. 
Roosa and George Garvy; Hugh Leach, president, Federal Reserve 
Bank of Richmond, accompanied by Thomas Storrs; Delos C. Johns, 
president, Federal Reserve Bank of St. Louis, accompanied by Guy S. 
Freutel. 

Bryan H. Jacques, staff director; Everette MacIntyre, general coun- 
sel; Wm. Summers Johnson, chief economist ; Irving Maness, assistant 
counsel; Justinus Gould, associate counsel; Clarence Everett, inves- 
tigator, and Victor P. Dalmas, adviser to the minority. 

The CHarrMan. The committee will please come to order. 

As a prelude to the hearings scheduled to begin tomorrow, we have 
asked the presidents of four Federal Reserve banks to appear before 
the committee and supply information with reference to their recent 
action in announcing a reduction in their rediscount rates which it 
is believed will be helpful to the committee in its efforts to resolve 
some of the financing problems confronting small business at this 
time. 

We will have Mr. Alfred Hayes present the people who are with 
him, please, for the record. 

Mr. Hayes. Mr. Robert V. Roosa, vice president in charge of our 
research department, and Dr. George Garvy, senior economist. 

The Cuatrman. Mr. Malcolm Bryan, will you present the person 
with you, please ? 

Mr. Bryan. I have with me Mr. Thomas Atkinson, senior econ- 
omist for the bank, specializing in financial matters. 

The Cuarrman. The Atlanta bank? 

Mr. Bryan. Yes. 

The CHarrman. Mr. Johns? 

Mr. Jouns. Mr. Guy S. Freutel, first vice president of the bank. 

The Cuarraan. And Mr. Hugh Leach? 

Mr. Leacu. Mr. Thomas Storrs, vice president in charge of research 
of our bank. 

The Cuarrman. We are delighted to have you gentlemen with us. 
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The Cuarrman. Gentlemen, we have prepared a memorandum here 
regarded as thought provoking to cover some of the points that prob- 
ably should be discussed. 


(The memorandum is as follows :) 


Topics FOR POSSIBLE DiscussIoN WITH THE Four FEDERAL RESERVE BANK 
PRESIDENTS 


The primary interest of the committee is centered on the economic health 
of the 4° million small-business firms in the United States, and especially the 
effects on small business of general credit contractions and expansions. Conse- 
quently, it is hoped that discussions of the following topics will come to a focus 
of this particular interest. 

1. The purposes of the reduction in the discount rate announced last week, 
and the major considerations which led to the decision to reduce the rate. 

2. Is it expected that reducing the discount rate alone, without other policy 
changes, will have any substantial effect on credit; and if so, how will this 
come about? 

(a) Have member bank applications at the disconnt window declined, 
and if so, has this been due to the level of the previous discount rate? 

(b) What has been the recent trend in demand for member bank loans 
in the district, and recent trends in member bank reserves? 

(c) Is it expected that the reduction in the discount rate will be reflected 
in member bank rates, and if so, what is expected as to the scope and timing 
of such reductions? 

(dq) Was any downward tendency in member bank rates in evidence 
before it was decided to reduce the discount rate: and have any of the 
member banks in the district announced rate reductions since the reduction 
in the discount rate was announced? 

(e) Prior to action of last week, what did the member banks indicate, 
if anything, as to the course of their own interest rates if a reduction in 
the discount rate were made; and was there general sentiment among the 
member banks for a reduction in the discount rate? 

(f) Will the expected expansion of credit come about principally from a 
stimulation of the demand for credit, resulting from the lower bank rates? 

(9g) How does the amount of credit extended through the discount window 
compare with the volume of member-bank loans in the district? 

(h) What is the most realistic explanation for the fact that the level of 
interest rates in the commercial banking system follows the discount rate? 

(i) What types of economic activity are expected to be most affected by a 
reduction in interest rates, and in what way will these areas of the economy 
be affected—that is, will the principal effect come from an increased avail- 
ability of credit, from a lower price of credit, or perhaps in some indirect 
way? 

8. Has the decision to lower the discount rate been the only action taken to 
ease credit, or was lowering the discount rate merely a correlary to other deci- 
sions to make more credit available, either through the discount window or the 
system open market account, or both? 

(a) Has the volume of the bank’s lending at the discount window in the 
past 12 months been governed principally by current policies toward general 
credit restraint or ease, or are the bank’s policies for operations of the 
discount window directed at accommodating commerce and business, leaving 
control of the general level of credit to the system open market account? 

(b) Whether or not discount window activity in the district is tailored 
in any substantial degree out of considerations of the total money supply, 
to what extent is there coordination between discount window activity and 
operations of the system open market account, and how is such coordination 
brouvht about? 

(c) What is the approximate volume of credit which has been applied 
for at the discount window and refused by the bank in, say, the past 6 
months? 

4, In the recent period of tight money, what has been the general experience 
of small firms in the district with respect to obtaining an equitable share of 
available bank credit? 

(a) What has been the extent, if any, of member banks following a policy 
of allocating a share of their available loan funds to small business? 
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(b) To what extent have small firms increased their reliance for credit 
on nonbank finance firms; similarly, to what extent have member banks 
increased their loans to such nonbank credit sources, and finally, what is 
expected to be the effect on these areas of the actions announced last week? 

5. Recent changes in the levels of economic activity and employment in the 
district, and any outlook or forecast for the months immediately ahead which 
the presidents may care to give, with particular reference to the outlook for 
small business? 

6. Any other topics which the presidents feel should be discussed, and any 
suggestions or recommendations which they may wish to make to the com- 
mittee. 

7. Finally, it is hoped that Messrs. Roosa and Garvy of the Federal Reserve 
Bank of New York will be able to give the committee a brief review of the plans 
and progress of the study of small-business financing being conducted by the 
New York bank. 

The CuHarrman. Mr. Hayes has prepared a statement, and Mr. 
Hayes is president of the Federal Reserve Bank of New York, which 
has more to do with the Federal Reserve System than any other one 
bank; if you would like to present your statement first, Mr. Hayes, it 
will be all right. 

Mr. Hayes. Thank you, Mr. Patman. I would like to present this 
brief statement which seems to me is on the subject covered in your 
telegram to me. 


TESTIMONY OF ALFRED HAYES, PRESIDENT, FEDERAL RESERVE 
BANK OF NEW YORK 


Mr. Hayes. In general we have felt that the best way we can help 
small business, within the zones of our influence, is to do all we can to 
help limit inflation, resist recession, and promote growth for the econ- 
omy as a whole. While much concerned that small business should 
flourish, we share the typical American view that it should flourish in 
conditions of vigorous competition—suffering no special restraints, 
but also not being given artificial stimulants. Small business, like 
large, wants to grow and prosper on its own in the real world, not in 
the overheated temperatures of a hothouse or a hospital. 

The Federal Reserve would and should be genuinely concerned, 
however, if its efforts to promote conditions for business health should 
in practice produce greater differences in credit availability, as among 
types or sizes of borrowers, than the normal workings of competition 
would justify. In any economy, of course, there must always be differ- 
ences among the units engaged in production or in distribution. But 
the differences must reflect, to the fullest possible extent, natural varia- 
tions and not imposed obstacles. 

Because of this underlying philosophy, those of us in the Federal 
Reserve System attempt continuously to watch for significant differ- 
ences in the impact of credit policy upon various types of business, or 
groups of consumers, or units of Government. Our observations have 
for the most part revealed a pattern of reactions to credit policy that, 
while showing some differences, seemed to be the kinds of differences 
that were to be expected from the workings of competitive processes, 

Nonetheless, there have still been allegations that, during a period 
of sustained credit restraint, some groups, particularly those of smaller 
size and least able to defend themselves, may suffer from discrimina- 
tory kinds of restraint that are not revealed through our regular 
methods of observation. That is why the Federal Reserve has now 
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initiated a broad-scale inquiry into the problems and experience of 
various sectors of small business, as compared with large business, in 
obtaining financing over the past several years, and particularly in re- 
cent months. 

The System studies will include all principal sources of funds; it 
is also hoped to be able directly to interview a large sample of bor- 
rowers. ‘The scope of the studies is planned on such a comprehensive 
basis that all cannot be undertaken simultaneously. We have started, 
though, with what we know best—the activities of the commercial 
banks. I believe that arrangements already exist for the Board of 
Governors to inform members of your staff concerning the progress 
made. Both they and my associates have already consulted with your 
staff and other interested bodies on the approach and scope that the 
overall survey of small-business financing should take. 

Even these initial efforts require the use of a large staff, and several 
months will be needed to complete the tabulation of results already 
obtained. At the Federal Reserve Bank of New York we currently 
have about 20 pople who are in the field conducting supplemental 
interviews to amplify the vast quantity of statistical reports sub- 
mitted to us by our member banks earlier this month. Similar efforts 
are underway at this time in all 12 Federal Reserve districts. 

It would be unsafe and unwise to generalize from the very limited 
portion of the returns that we have yet been able to analyze. If you 
should wish to have a brief summary, however, merely as an indication 
of some of the results that have thus far been suggested, I am sure that 
Mr. Garvy or Mr. Roosa would be glad to try. 

Meanwhile, there is nothing new that has yet emerged from the cur- 
rent studies to serve concretely as another factor for us to take into 
account in formulating credit policy at the present moment. What I 
can say is that we felt reasonably certain, in taking the action to reduce 
our discount rate, that the lessening of credit restraint which this 
action implies would help to assure continued stability in the economy. 
As the further results of our special studies become available, we will 
better be able to judge whether our general impression has been cor- 
rect—that is, that small businesses have, for the most part, been able 
to compete successfully for their share of the limited aggregate supply 
of available funds, under the conditions of high prosperity that credit 
policy has helped to maintain. 

If it should develop that any particular kinds of small businesses, 
or any particular aspects of small business finance, have been dis- 
eer ae squeezed during the past 214 years of credit restraint, 
the question that Congress and we shall then face presumably is: 
How can any discriminatory effects on small business be avoided with- 
out impairing that general control over the availability of credit 
which we must have, through good years and bad, to help minimize 
economic fluctuations for the economy as a whole? 

So far as immediate effects of the discount rate action are concerned, 
the principal benefits should be those for the economy as a whole— 
helping to assure continued high employment, high incomes, and high 
spending for the products of all business, both the large and the small. 
But we must recognize that the discount rate is only one instrument 
of credit policy, and that credit policy is only one of the important 
influences upon these principal indicators of strong and rising economic 
activity. 
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We would be less than frank if we did not state that there is some 
risk, even though we trust it is one of low probability, that the economy 
may continue downward for a time. Should that be the case, any 
easing influence of the discount rate action or other steps in credit 
policy, however helpful, may be submerged in a general decline that 
would involve harsh new strains for all businesses of all sizes. 

Having mentioned that caveat, I hasten to say that much the greater 
probability, so far as present evidence can be relied upon, is that 
economic activity will remain generally strong, that the inflationary 
risks we have been combatting with reasonable success will subside for 
a time, and that the discount rate action—in combination with the 
slackened use of bank eredit which has already occurred—will lead 
to somewhat easier general credit conditions. In that event, several 
possible influences upon small business may become significant; 

(1) To the extent that any current small business problems of financ- 
ing are only a reflection of the overall shortage of funds, some letting 
up on the availability of funds should unloosen many of the investing 
or spending plans. of such smaller business that have been deferred or 
reduced in recent months. 

(2) To the extent that rising interest rates have been an added cost 
burden, as they appear to have been for all sizes of business—although 
the increases have been relatively less for small business—there may 
be some let up in these cost pressures. Other things being equal, this 
would be of some help to small business earnings with a variety of 
related stimulating consequences. 

(3) To the extent that indirect costs of borrowing have been increased, 
or perhaps access to credit itself has been reduced, because a few banks 
have imposed considerably higher balance-on-deposit requirements 
during the recent months of scarce money, some relaxation of this limi- 
tation may intime ensue, I should stress in this connection, as in most 
of the other items in the list of factors I am mentioning here, that I am 
not attempting to suggest reasoned, value judgments or to imply that I 
have definite knowledge. In the case of balance requirements, for 
example, this simply occurs to me as the kind of behavior that one 
might visualize ; I would not wish to imply, though, that I know of any 
individual bank now which has been requiring higher balances from 
its borrowers than could be justified by good standards of safe bank- 
ing. Just as an aside, I have been impressed with the variety of 
evidence coming to me which suggests that standards of credit admin- 
istration during the recent boom have been much more strict than in 
past booms, with little sign this time of the fever that often affects 
credit-granting agencies during the exhilaration phase of a boom. I 
am certain that this has been a very useful byproduct of the restrictive 
policy the system has been following, and that it will prove a great 
source of strength in helping to avert cumulative downward liquida- 
tion in the event any significant decline should begin gaining momen- 
tum in the economy as a whole. 

(4) To the extent that new borrowers, especially when small, have 
found difficulty in establishing good banking connections, that may 
hecome easier. 

(5) To the extent that small businesses may be clustered in industries 
that have contracted somewhat more than others in recent weeks or 
months, any general growth in output that occurs over the months 
ahead may give these particular small businesses a special lift. Pos- 
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sible examples might be contractors engaged in residential construc- 
tion, or real-estate developers. 

(6) To the extent that small business suffers more heavily than 
large from price inflation, the recent attainment of wholesale price 
stability, and the current prospect for a time of consumer price stabil- 
ity, provide a surer framework within which small businesses can plan 
their action without fear of being upset by outside factors which they 
can neither understand nor adequately follow. In the same way, the 
more settled conditions of relative price stability make it possible to 
furnish the data needed for credit analysis, by any type of lender, with 
somewhat more assurance as to its reliability. Thus, where detailed 
credit analysis precedes the granting of credits, particularly to new 
customers, the climate of general price stability—assuming it can be 
maintained amid conditions of high general prosperity—should foster 
the cause of small business in competing for the funds that lenders have 
available. 

(7) To the extent that small businesses need term loans (as a partial 
substitute for their more limited access to the canital markets) such 
types of loans may become somewhat more available if credit is gen- 
erally easier. 

T should stress again that this list of possibilities is simply a first 
attempt to list, in snecific response to the interest indicated in your 
telegram to me last Friday, the kinds of influences upon small-business 
financing that might possibly emerge. No doubt there are many 
others that further study might reveal. 

And perhans some of those I have listed, being only the first 
thouchts that have occurred to me, may not stand up under subsequent 
developments and investigation. TI have. however, attempted to be 
responsive by being suggestive, rather than limiting myself exclu- 
sively to the simple generalization that “what helps all business helps 
small business.” 

That is the end of the statement that I have, sir. 

The CratrmMan. Thank you, Mr. Haves. 

T wonder, Mr. Bryan, if you would like to comment on what Mr. 
Haves has said, whether you agree with it, or do not agree with it, 
or if you have comments of your own. 

Mr. Bryan. Mr. Chairman, listenine to Mr. Haves’ statement. I do 
not believe I would disagree with it. The fact is, I think in general I 
would agree with it. 

IT am, mvself, sir, tremendously concerned with the whole question 
of a nossible inequitable imnact of monetary policy. The American 
people, I think, are generally concerned with the inequities of that 
sort, so IT think we have got to arrive at the facts, just so far as we 
can, so T have been enthusiastic about this whole exploration that we 
are conducting into the field of the exact impact of policy. 

The Crarrman. Thank you, sir. 

Now. Mr. Leach, would you like to comment? 

Mr. Lracn. Only to sav this: That we are snending and have snent 
a tremendous amount of time on this study, and that I hope and believe 
that it will serve a useful purpose. 

I would not undertake at this time to predict what that study will 
show. I think it will be much better to wait until we see what we 
find out and then to arrive at a conclusion. 
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The Cuatrman. Mr. Johns, would you like to comment? 

Mr. Jouns. Very little, Mr. Chairman. 

This is a field, of course, in which there have been conflicting impres- 
sions and conflicting views. That perhaps explains the fact that a 
study has been undertaken. 

At the moment, my mind is completely open and awaiting the result 
of the study. 

The Cuairman. Now, to get back to what we had in mind when we 
invited you gentlemen, which is the reductions in the discount rate: 
I think this statement which has been given to each one of you will 
bring up the points that we would like to have discussed, and if it is 
all right I will start out by asking some of the questions. Then, any 
members of the committee who desire may ask any questions they 
want to. 

If the member wishes to ask other questions before we get through 
this list, they may, or they can wait until we get through, whichever 
they prefer. 

The first question is: Is it expected that reducing the discount rate 
alone, without other policy changes, will have any substantial effect 
on credit, and if so, how will this come about? 

Mr. Hayes, would you mind taking the lead in answering that one. 

Mr. Hayes. Well, I think that we are getting into an area there 
where it is pretty difficult to be specific. 

It is my view that discount rate action usually is associated very 
closely with related actions of the Open Market Committee, or other 
credit instruments, and it seems to me that to get into a responsive 
answer to that would almost necessarily involve me in perhaps giving 
some indication of what our intentions or present ideas are on other 
credit instruments which are certainly within a realm that I don’t 
believe I am free to discuss here. 

As you know, there is a regular arrangement whereby the Open 
Market Committee reports its actions to Congress, and I think there 
is a very firm tradition that they are not expected to report on those 
actions in any other way, particularly not right while the actions 
are on the fire, so to speak. 

The Cuarrman. Mr. Hayes, we have no desire to ask you to reveal 
or divulge something that would interfere with your present activi- 
ties, or would have a bad effect ; certainly not. 

However, I would like to ask you this question: Is there any co- 
ordination between the discount-window activity and the operation 
of the System’s open-market account? 

Now, you are the only one on the floor, so to speak, that can answer 
that particular question. 

Mr. Hayes. I certainly can say, in general, that the discount win- 
dow is always administered in accordance with general long-term 
policies, and those policies are primarily as set forth in regulation A 
of the Board of Governors’ regulations. Those basic policies deter- 
mining the way the discount window is administered, ifaw are pretty 
steady, pretty constant, so that the way in which the discount window 
is administered does not change, per se. 

The CHarrman. It is unnecessary to have coordination; is that what 
you are saying ? 

Mr. Hayes. I am not saying that it is not. coordinated. Obviously 
the discount rate is coordinated, but when you 
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The Cuarmman, The volume of business. 

Mr. Hayes. The administration of the window, to me that covers 
rather the general study, year-in, year-out techniques whereby you 
look upon borrowing as excessive or not excessive, or continuous or 
not continuous, and those standards do not change much. 

The Cuamman. You would say, then, that there is coordination, 
Mr. Hayes. 

Mr. Hayes. Definitely. 

The Cuareman. Now, how is this coordination brought about? Do 
you have conferences in which you discuss it or do you have the in- 
formation that is sent to you, the open-market account, or how is 
this coordination brought about ? 

Mr. Hayes. Well, essentially, the major coordinating instrument is 
the Federal Open Market Committee, which really constitutes the 
forum at which the presidents and the Governors, 12 presidents and 
7 Governors, have an opportunity to express their views, not only 
on the discount rate but on open-market operations, possible reserve 
requirement changes, any margin requirement changes, or any other 
instrument in the realm of credit regulation, and it does constitute 
a very valuable forum for that purpose. 

Now, the committee reaches decisions on open-market operations. 
It does not reach decisions on these other things because they are 
not within its actual authority, but, having Sovinad this forum, then 
that. is supplemented later on at all times by free conversations be- 
tween the presidents of the various banks and their staffs, between the 
presidents and Governors, and there is a continuing, very close con- 
tact between all units of the System. 

The CHatrman. Through the Open Market Committee, of course, 
that is a good way to do it. 

Mr. Hayes. That isa very good way to do it, sir. 

The Carman. Or, if the members of the Board are all repre- 
sented, and five presidents of the Federal Reserve banks. 

Mr. Hayes, And, supplemented by telephone conversations. 

The Cuatrman. As I understand, all the presidents actually at- 
tend these meetings; do they not, Mr. Hayes? 

Mr. Hayes. That is right. 

The Cuamman. But only five vote? 

Mr. Hayes. That’s right. 

The Cuatrman. Do they ever divide up their vote and say “One- 
third vote,” or something like that? 

Mr. Hayes. I am not quite sure I understand the question, Mr. 
Chairman. 

The Cuarrman. In other words, if a question comes up in, say, the 
St. Louis bank, they have 3 bank presidents in that area, and 1 of 
them is entitled to be on the Open Market Committee; only 1 is on, 
but the other 2 are sitting there with him, do they ever divide up the 
1 vote? 

Mr. Hayes. No. In my observation, each member of the Commit- 
tee is a member as an individual and does not represent the other 
banks in that particular group. 

The CHatrman. I assume it is customary for them to confer to- 

ether. 
; Mr. Hayes. I do not think so. I think each of the 12 members 
of the Committee, and in fact the other seven presidents who are 
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not members of the committee, come there and express their personal 
views exclusively. Of. course, those may have been influenced by 
talks with any other units. 

The CHamman. Mr. Bryan, would you comment on the purpose 
of this reduction of from 314 to 3 percent in the discount rate, and the 
major considerations which led to the decision in your bank? Did 
you initiate this, or how was it initiated ? 

Mr. Bryan. Oh, that is fairly easy to explain. 

Speaking purely and simply for the Atlanta bank, what happens 
there is that our board of dinectos comes in and they meet. ell, 
ordinarily the staff and I, Mr. Patman, will present a very consider- 
able chart show, trying to say to the directors which way we think 
the wind is blowing, but every once in a while we do it exactly the 
other way: We say to the directors, “Now,.you have got to get up 
and recite.” 

Well, the directors come from all over the Sixth District, and we 
have the branch directors represented at the meetings. 

On Friday, the second Friday in the month, it happened to be the 
directors’ turn to recite and they talked on the agricultural situation, 
on their sales experience, on their various business experiences, each 
one talking. 

Now, it would be impossible sir, to suminarize for you all the dis- 
cussion, but I got very definitely from the directors’ comments, as 
against some months ago when they had a similar discussion, that 
the sense of exuberance had gone out of the thing, that they were not 
as confident, that. there was a shift in expectation. 

Then the staff, which briefs me, gave me a group of statistics, 
none of them very bad, but none of them exuberant, and from that, 
oh, and talking to Mr. D. C. Johns, and finding that he has gotten 
much the same impression from his sources, I came to the conclu- 
sion I wanted to recommend to our people that we shift the posture 
of the bank, and that is the way it happened, as simple as that. 

The CHairman. Do you have the power and the authority to do 
this yourself, Mr. Bryan? 

Mr. Bryan. Oh, no. All I can do is recommend to the directors, 
they can vote me down- 

The Curamaan. You did not have my question as I really intended 
It. 

Does your bank have the power to fix and determine this rate? 

Mr. Bryan. No, no: all we do is recommend. The Board of 
Governors can accept it, reject it, or hold it. 

The Cuatrman. Raise it or lower the rate ? 

Mr. Bryan, Yes. 

The Crarrman. And under the law, you are required to make a 
recommendation every 14 days, are you not ? 

Mr. Bryan. That is right, sir. 

The Cuamman. Mr, Leach, would you mind commenting on the 
reason that your board recommended this decrease in the discount 
rate ? 

Mr, Leacu, At the meeting of our board on November 14, it was 
reported by our economic staff that in recent weeks there was evidence 
of at least a temporary abatement of inflationary forces. 

We had quite a lot of statistics. For instance, prices of sensitive 
commodities had weakened, as had the more comprehensive wholesale 
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price index; the consumer price index had approached stability; the 
seasonally adjusted index of industrial production had declined from 
145 in = to 144 in September andl 142 in October; nonagricul- 
tural employment had slipped, and so on, Also, that a recent Mc- 
Graw-Hill survey had indicated a forthcoming reduction in capital 
expenditures by business. 

he details of these changes and those occurring in a number of 
other series (electric power generation, freight-car loadings, unem- 
ployment compensation claims, and so forth) reflected a widespread 
reduction in economic activity. 

Before this time, we had been seeing weak spots and had referred to 
them as rolling adjustments, but our directors had not been convinced 
that we had an overall widespread situation, rather than a weakness in 
certain areas. 

However, at this meeting, I said—I would like to talk on the basis 
of my recommendations, rather than be interpreted as current policy, 
because I think I am free to say what I recommended—I said that I 
thought there was no basis for alarm at that time, for our economy 
was still operating at a high level with several outstandingly strong 
sectors, but the statistics provided unmistakable evidence of an abate- 
ment of inflationary pressures, at least for the time being. 

While I pointed out that I did not know how long the abatement of 
inflationary pressures might last, I recommended to the board that 
they take prompt action to adjust credit policy to the changed condi- 
tions in the economy. That would, I said, be another example of flex- 
ibility in the use of a credit policy tool. That was my recommenda- 
tion. 

The Cuarrman. Why did you reduce it from 31% to 3? Did you 
consider reducing it, say, a quarter of a percent. 

Mr. Leacu. We did consider that, and that was discussed. It was 
brought out that the last time we increased it, in August, we increased 
it a half percent. It was also brought up that a quarter of a percent 
was a big change when the discount rate was 114 and 2 percent, but 
that a quarter is not quite so big a change when rates were 3 and 314 
percent. 

The CrHatrman. So it was actually considered ? 

Mr. Leacn. Yes. 

The CuHatrman. Did you take into consideration what the other 
Federal Reserve bank presidents were going to do, Mr. Leach? 

Mr. Leacu. We did not. We did not know what they were going 
to do, and I think that is getting into a field that I would rather not 
ot on, what the other banks are doing now or what they intend 
to do. 

The Cuamman. Naturally you discussed it over the telephone fre- 
quently. 

Mr. Leacu. We discussed it over the phone. I had a reasonable 
idea that maybe some would change, I didn’t know. 

The CuHarrman. But you had an idea that the Federal Reserve 
Board would look with favor upon the action of your board in re- 
ducing the rate from 314 to 3 percent? 

Mr. Leacu. I think that is getting into the realm of current 
policy 
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Mr. Leacu. I had rather not express an opinion, if you will excuse 
me. 

The Cxamman. In other words, was it your opinion that the board 
would look 

Mr. Leacu. I think I would be commenting on current policy if 
I answered that. 

The Cuarrman,. Mr. Johns, from the St. Louis Federal Reserve 
District, would you comment on the reasons why your board recom- 
mended a reduction ? 

Mr, Jouns. Mr. Chairman, I think I may, with propriety, speak 
of the reasons which led me to make a recommendation, but I would 
hardly feel that I could with propriety interpret the action of my 
board, more than the action, itself oes. 

The information which was available to me with respect to the 
behavior of the national economy was available to all other Federal 
Reserve banks and to the Board of Governors. 

I would assume, since I. believed my conclusion to be correct, that 
others might possibly reach similar conclusions, but beyond that I 
could not go. 

It was my belief, in making the recommendation which I did make, 
that the posture of restraint which was implicit in the current state 
of affairs, in view of the behavior of the economy, needed to be mod- 
erated somewhat, and upon that basis I made the recommendation to 
our Board. , 

The Cuarrman. Would you mind stating whether or not you had 
an opinion at the time that it would meet with the favor of the Fed- 
eral Reserve Board, if you reduced the 314 percent to 3 percent, Mr. 
Johns, if you recommended it ? 

Mr. Jouns. As I have said, Mr. Chairman, I think I might logically 
assume that others would interpret the same statistics, the same in- 
formation perhaps in about the same way that I would. 

The Cuatrman. Including the Board? 

Mr. Jonns. Yes, sir; and the members of this committee and all 
other informed members of the business community, the financial 
community, and the public at large. 

The Cuarrman. Now, Mr. Hayes, we have not asked you to com- 
ment on that so far. We would like to have your comments on the 
reasons why this rate was reduced in the New York district from 314 
to 3 percent, and whether or not it was initiated by your group, by the 
Federal Reserve bank directors and officers, or whether or not it was 
initiated in Washington by the Federal Reserve Board. 

Mr. Hayes. First, on the reasons, I think that by and large the eco- 
nomic factors that Mr. Leach has already listed were similar to the 
general type of considerations that led us to our conclusions. We 
felt that there was less inflationary pressure, less price pressure— 
upward price pressure—than there had been; we felt that there were 
more definite signs that the physical amount of production and sales 
was tending downward. We felt that the amount of credit demands 
in the economy was proving to be considerably less than had been ex- 
pected. Those were all. factors which, to our way of thinking, war- 
rant a modification of the kind of policy of restraint that we had felt 
was appropriate. 

Now, as to the exact way in which the move was made, as I said at 
the beginning, in this kind of action there are frequently many con- 
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versations among banks, between the bank and the Board, and I don’t 
think that it is proper for me to go into the details of any conversations 
there may have been, because it would involve people other than me. 
All I can say is that I came out with the recommendation that the rate 
be reduced from 31% to 3 percent. 

The Cuarrman. Would you mind stating whether or not you had 
reason to believe that it would meet with favor with the Board, and 
that the Board would approve it if your own Board did recommend 
reducing the rate to 3 percent ? 

Mr. Hayes. I think I would prefer not to answer that, just in keep- 
ing with what I said, that it brings in the reasoning of other units m 
the System, and I do not think I should be trymg to explain what 
their position may have been or may not have been. 

Mr. McCutiocu. Mr. Chairman. 

The Cuarrman. Mr. McCulloch. 

Mr. McCutxiocu. When did these factors, which impelled you to 
this conclusion, first become compelling to you ? 

Mr. Hayes. They first became compelling in the sense of a discount 
change on Thursday, last. 

Mr. McCuttocn. When did they first begin to influence your think- 
ing, if I can make it less positive ? 

Mr. Hayes. Oh, I think it has been a gradual process for some time 
in the past. I cannot name it in terms of dates, but there has been 
a gradual, growing indication of that kind of development. in the 
economy, and it is impossible to say that on a certain day we felt that 
things were looking more—that the softening tendency was becoming 
dominant, but it was a gradual change. 

Mr. McCutiocu. Over a period of days, or weeks, or months? 

Mr. Hayes. I would say over a period certainly of weeks, and may- 
be months. 

Mr. McCutxiocn. And during that period when these factors had 
begun to Te on your thinking, were you in constant or direct con- 
versation, by telephone or otherwise, with people in the System, both 
members of the Board and otherwise ? 

Mr. Hayes. Oh, yes. 

Mr. McCutxiocn. And you received their reports from time to time? 

Mr. Hayes. Yes. 

Mr. McCoutiocw. And there was a pattern which you saw forming 
or beginning to form? 

Mr. Hayes. I would not want to say there was a pattern with re- 
spect to this thing, there was a pattern in my own thinking that was 
beginning to form. 

Mr. McCutiiocn. And was the information which you had from 
these other sources substantially in accordance with the facts in your 
possession ? 

Mr. Hayes. Again I had rather not say what the opinions of these 
other sources were, in the System. I would merely like to stand on 
the statement that it was as a result of all the contacts I had and the 
results of an examination of all the facts that we had at our disposal 
in the bank, this feeling did grow on us, and I should add one other 
factor: There was a Treasury offering coming up, and that was 
another factor that could perhaps—Treasury offerings always have 
some bearing on our policy considerations, and there was something 
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to be said for making some move that would clear the air before that 
thing came along. 

The Cuatrman. This is off the record. 

(Discussion off the record.) 

The Cuarrman,. Have you finished, Judge McCulloch ? 

Mr. McCuttocn.. Yes. 

Mr. Mouurer. Mr. Chairman. 

The Cuarrman. Mr. Multer. 

Mr. Mouturer. The indication that we have had this morning from 
the 4 presidents of the 4 district banks that are here was that this 
recommendation came from them. 

Am I right, this recommendation to decrease the interest rate from 
31% percent to 3 percent originated with the Federal Reserve banks? 

Mr. Hayes. As far as I am concerned, what I was speaking of was 
the recommendation I made to our directors. 

Mr. Mouursr. Yet, the impression created by all you said to us was 
that you were talking about, not anything that applied in your own 
Federal Reserve district, but talking about the national economy and 
everything that has a bearing on the national economy; am I right 
astothat? Is there any dissent from that statement ? 

Mr. Hayes. My actions would be based on the combination of faets 
in the national economy and facts in our district. 

Mr. Mvrrer. And that goes for the other districts too, I assume? 

Mr. Bryan. I think that is correct. 

Mr. Leacu. Yes. 

Mr. Bryan, For instance, in the sixth district, I think conditions 
are excellent. 

Mr. Murer. And you relate that to the overall national economy ? 

Mr. Leacn. I might say that our district is going just about like 
the country. 

Mr. Mvuurer. Going back to each of the last increases of the redis- 
count rate, did those recommendations for an increase of each of those 
interest rates at that time, each of those recommendations for the in- 
creases, come from the Federal Reserve bank presidents to the Board, 
or did they come the other way, from the Board ? 

Mr. Hayes, Are you addressing me? 

Mr. Motrer. If you please. 

Mr. Hayes. In each case, in our bank the recommendations would 
be made by me to our directors, the directors would take action and 
make their proposal to the Board, and the Board would have the power 
to refuse it or approve it. 

Mr. Mutter. That has happened as to each of the last increases ? 

Mr. Hayes. Yes. 

Mr. Mutrer. And the same would apply to the others ? 

Mr. Leacu. The same would apply, I would make a recommenda- 
tion,andit wentonup. That’s the way it originates. 

Mr. Moutrer. And it goes to the Board, and the Board takes the 
action, that is, the Federal Reserve Board in Washington here is the 
only one that can increase or decrease it ? 

Mr. Hayes. The Board authorizes it and we take the action. 

Mr. Mutter. Is there any reason why this was not done as to each 
of the districts, each of the 12 Federal Reserve districts at the same 
time this last decrease from 31% to 3 percent 

Mr. Hayes. Well, if I may venture an answer. 
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Mr. Muurter. Please. 

Mr. Hayes. Again my own feeling would be that every one of the 
banks has these facts on various factors at their disposal. There is 
always room for differences of interpretation, and I certainly would 
not try to express a reason why some of them might interpret them 
differently from others, only how I have interpreted them. 

Mr. Mutter. The rediscount rate is the rate of interest the Federal 
Reserve bank charges to banks that borrow from the Federal Reserve 
bank ; isn’t that so? ' | 

Mr. Hayes. That is right, sir. 

Mr. Moutrer. There are no commercial borrowers from the Federal 
Reserve bank today, are there? 

Mr. Hayes. There may be very few borrowers under the old section 
13.(b), but itis negligible. 

The CuatrMan. May I interrupt there? 

Whet about the dealers in Government securities, do they not bor- 
row ! 

Mr. Hayes. Yes, sir. 

The Cuarrman, They get the benefit of this rate, too ? 

Mr. Hayes. The dealers in Government securities borrow, in a 
sense, through repurchase agreements. 

The Cuatrman. It hasthe same effect. 

Mr. Hayes. That isa separate activity, and it is not handled through 
the discount window. 

Mr. Roosa could answer that perhaps better than I. May I ask Mr. 
Roosa to answer ? 

The Cuarrman. I interrupted you, Mr. Multer, pardon me. 

Mr. Mouurer. Go ahead, if you like. 

Mr. Roosa. On the repurchase agreement contracts it is usual to 
charge the discount rate, but under the standing authority (and in 
this case it runs not from the individual Reserve bank, but it comes 
from the Open Market Committee) the Open Market Committee 
authorizes the New York bank, through the manager of the account, 
to set a rate above or below the discount rate in circumstances that 
would, in the light of the open-market policy, so justify. There have 
been in the last several years, I would not try to speak with absolute 
certainty, but I would think at least 2 or 3 instances in periods of 
time, many more in terms of contracts written, where the rate has 
been above the discount rate, and there have been an equal number 
where it has been below. 

The Cuarrman. Pardon me. We are getting away from what was 
really asked, and that is: Who can borrow? Mr. Hayes’ answer was 
possibly someone other than banks, under 13 (b). I merely asked 
whether dealers in Government securities could borrow. 

Mr. Hayes. That is right. 

Mr. Mutter. Borrow from the bank ? 

Mr. Hayes. Right, sir. 

Mr. Mutter. Can any of you give us any reason why the rediscount 
rates should be different in any one district in the country than it is 
throughout the country ? 

Mr. Bryan. There might be, sir; and on one occasion we held our 
rate briefly above other rates when our bank seemed to be borrowing 
more heavily than banks generally in the rest of the country. Now, 
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that was an excellent way of telling them that they were overdoing it 
a bit. 

In general, sir, there would be no reason. I think there was at the 
time the Federal Reserve System was established but not now. 

Mr. Mutter. Mr. Hayes, would you like to say something further? 

Mr. Hayes. From my own standpoint, I would like to modify that 
a little bit. I think that under the system we have whereby each 
district is required by law to establish a rate (that is where the initia- 
tive for a rate change does come from—each of the 12 districts) to my 
mind, there is some value in having a mechanism whereby different dis- 
tricts, if they see the pressures a little differently, can express that in 
slightly different levels of rates under certain circumstances, 

Mr. Brown. Just to pin it down, that is, Mr. Multer’s question of a 
moment ago, it has been established that in this instance on lowering 
the rediscount rate that each one of you gentlemen concurred in that 
recommendation, or recommended the same thing; is that correct ? 

Mr. Hayes. Right. 

Mr. Brown. In the last 2 increases, did the recommendation of a 
single 1 of you 4 gentlemen, or your directors, disagree with the ac- 
tion that was finally taken? In other words, were those two unani- 
mously recommended ? 

Mr. Hayes. I can speak, for example, of the August increase. In 
that case our bank was either the last or 1 of the last 2 banks to make 
the increase. Our directors and, I might say, our management were 
reluctant to make it and delayed making it, but then felt that it was 
desirable to go along with the others. 

Mr. Brown. Pardon me again, Mr. Multer. 

In the Atlanta bank was the recommendation, on the last two in- 
creases, to increase ? 

Mr. Bryan. Yes, it was, and I believe the Atlanta bank was one of 
the first to increase. 

Let me say, sir, that these things are not mechanical, and at the time 
of the August increase we were acting upon the statistics that were, 
for the most part, some weeks or months behind. It was my feeling 
at that time that what we were going to do was come into a fall situa- 
tion that would be very ebullient with the fall upswing, and so forth. 
How that will look in the hindsight of history, I don’t know. But I 
would have to answer with complete candor that I recommended the 
increase. 

Mr. Brown. And the Richmond bank? 

Mr. Leacu. I recommended both increases, and the directors con- 
curred with my recommendation. 

Mr. Brown. St. Louis? 

Mr. Jouns. I recommended the increase. There was some delay 
until the next meeting of the directors occurred. 

Mr. McCuutocu. 1 would like to ask Mr. Hayes: Did I understand 
you to say that in August you reluctantly finally made the recom- 
mendation for the increase ? 

Mr. Hayes. Yes, sir. 

Mr. McCutiocn. Might I properly conclude that you saw some of 
the factors shaping up which led you to the last recommendation that 
you made ? 

. Mr. Hayes. I would say only in the most embryonic form, and I 
would say at that time that it was clear in my mind that the inflation- 
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ary threat was still substantially greater than any threat I could see 
of recession. 

Mr. McCutiocn, But as I understand, you reluctantly went along 
with: the recommendation ? 

Mr. Hayes. I had some doubt in my mind as to whether it was de- 
sirable to make that additional increase. 

Mr. McCutiocn. And did you then convey your feelings to the 
Board prior to the time the action was taken, if that be a proper 
question ? 

Mr. Hayes. I am not sure that is a proper question, sir. I had 
rather not answer it, except to just go back to the old statement that 
there is a considerable interchange or exchange of views at all times on 
the thing. 

Mr. McCrixoce, Mr. Chairman, T, of course, have no desire to 
have any of these gentlemen say anything that is contrary to policy. 
I am interested in the question only to see just what effect the indi- 
vidual recommendations have upon this Board, which apparently 
has the final authority in the premises, and to me that is a very im- 
portant thing, if it does not endanger some public activit 

Overall, it is the most important thing, , in my opinion, Mr. Chair- 
man, that the Government finally must decide. 

Mr. Yares. Will the gentleman yield ? 

Mr. Leach listed a number of anti- inflationary trends from the 
number of indexes which were stated as factors taken into con- 
sideration. 

After the time of the August increase, what did these indexes 
show? Did they show there was still a strong inflationary trend in 
the country, or had it started to fall off ? 

Mr. Leacu. It was clear that we were still having inflationary 
pressures, but the primary factor in the August movement was a 
rediscount rate which was way out of line with the other rates. To 
me in making my recommendation, that was more important than 
any change in the inflationary pressures at the moment. 

Mr. Yates. You stated you changed your mind because of certain 
situations which occurred in certain indexes. 

Mr. Leacn. Yes. 

Mr. Yates. How different were those figures in August than they 
were at the time you changed your mind ? 

Mr. Leacu. Quite different. Industrial production had gone way 
down, sales which had been up all along, retail sales, were sliding 
off, and—one important thing was the McGraw-Hill survey of busi- 
ness plant expansion: a business expenditures survey was made, as 
it is periodically, and the survey indicated that expenditures for 
plant expansion would be down, I think, 7 percent, and there were 
those new things in the picture. 

Mr. Yates. There was a sharp drop in those indexes that com- 
pelled a complete review / 

Mr. Leacu. Between August and November, there was a great 
change, and it was widespread. The indications were that a down- 
turn had occurred, a widespread downturn rather than in a particu- 
lar industry. 

For instance, the textile industry had not been doing so well in 
August. By November this had spread to an overall downturn in 
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other industries, but nota big one. That was my impression and 
appraisal of it. 

Mr. Murer. We have been told that the rediscount rate is one 
instrument of credit control. Is it the fact that each time the rate 
was increased, it was to restrain credit / 

Mr, Hayes. Could I attempt to answer that, sir? 

Mr. Murer. Please. 

Mr. Hayes. I think there are different ways in which the discount 
rate can be used in connection with credit control. 

Mr. Murer. May I stop youthere? Is there more than one way to 
use the rediscount rate, other than to increase or decrease it ? 

Mr. Hayes. What I mean to say, sir, increasing it or decreasing it can 
be taken with a different objective in mind, under different circum- 
stances. 

There are times, as was the case in August, and I think as Mr. Leach 
pointed out, when the main reason for doing it if you did it, was to bring 
the discount rate into line with what had gone before in the way of a 
substantial increase in market rates. There was a disequilibrium be- 
tween the discount rate and the market rates. 

Mr. Mutrer. You wanted to be sure at that time that the borrower 
from the Federal Reserve System didn’t earn excessive profits, that the 
Federal Reserve System would charge them a rate which was com- 
mensurate with what they were charging their customers? 

Mr. Hayes. I would not say that we are very concerned about that, 
because we hope that our administration at the discount window pre- 
vents a bank from abusing the opportunity to make a substantial 
spread, but the wider the spread is the harder it is to police the discount 
window. 

Mr. Mutter. You are now getting at the very point I have been driv- 
ing at. By the control of the discount window, making discounts or 
refusing to make discounts, you can control the amount of credit the 
bank can get, and no matter what the rate is, if they want the money, 
you make it available to them, or not, in your discretion, regardless of 
the interest rate? Isthat it? 

Mr. Hayes. I am sure the level of rates would not have too much 
influence on that. 

Mr. Mutter. Does it have any influence if they charge 6, whether 
you charge 3 or 314 percent ? 

Mr. Hayes. I think it does have a real influence there. 

Mr. Murer. Would you say that the so-called big banker who has 
been quoted in the newspapers since the last decrease, when he says 
that any banker would be a fool and should have his head examined 
if he is going to cut the rates he is charging his customers, because he 
is paying less to the Federal Reserve bank for money, is that man 
talking through his hat or really talking sense—that he will not, or 
his bank will not cut the rate to the customers because of the cut in the 
interest rate on rediscounts ? 

Mr. Hayes. I think in the final analysis his decision will be based 
on competitive factors, and if credit should become abundant enough 
from various sources he will probably be led to reduce his rate. 

Mr. Yates. Do you anticipate this ? 

Mr. Hayes. I had rather not guess, because that is in a very hypo- 
thetical frame. 
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Mr. Mutter. Let’s try to keep to the practicalities of the situation. 
If the increase in the rate each time was intended to be anti-inflationary 
and it didn’t keep any money out of the market, there were just as 
many loans made after each increase of the rediscount rate as thereto- 
es you think the decrease of the rate is going to be deflationary 
now ¢ 

Mr. Hayes. Deflationary ? 

Mr. Mutrer. Yes. 

Mr. Hayes. I don’t think that the increase in rate failed to have any 
effect on the amount of borrowing. 

Mr. Mutrer. Did the borrowings increase ? 

Mr. Hayes. Perhaps I should put it this way: The interest rate I 
regard at least as the symptom of the availability of credit in relation 
to the demand for credit, and when the rate was allowed to go up, to 

ive effect to the fact that the credit demands were in excess of supply, 
it did indicate that there was some limitation being put on the amount 
of money, of loanable funds in the economy, and I think that limitation 
was a very healthy one. 

Mr. Jouns. Mr. Multer 

Mr. Mutter. Yes, please. 

Mr. Jouns. Speaking for the St. Louis bank, where I’m acquainted 
with the discount window, I think it is difficult to discuss this question 
without having in mind the principles stated in regulation A with re- 
spect to the purposes for which discounting is appropriately per- 
mitted to occur. 

Having in mind that two of these purposes, the large, principal pur- 
poses, are very short-run adjustments of reserve positions, and sup- 
plying seasonal demands, I think that casts a good deal of light upon 
the statement which Mr. Hayes made a few minutes ago, to the effect 
that these principles do not change, certainly not very much. 

Even though monetary policy changes, short-run adjustments are 
likely to be about for the same purposes and for the same duration, and 
seasonal demands depend upon the business and agriculture and the 
needs of the communities in which the borrowing bank does business. 

Mr. Leacu. Could I comment on that? 

Mr. Mutter. Please. 

Mr. Leacu. As I understand it, the laws and regulations of the 
Board of Governors describe what are appropriate and what are in- 
appropriate uses of Federal Reserve funds at the discount window, and 
those purposes stay the same. We don’t vary. Our discount window 
doesn’t vary when money is tight or money is easy. We don’t say, 
“You have borrowed enough and can’t borrow any more,” but those 
principles stay the same while monetary policy varies. The discount 
rate is important and the discount window is not, although there we 
have our duty to keep the discount window from being used for inap- 
propriate purposes, such as speculation, or continued heavy borrow- 
ings to the extent that our funds become capital of banks and so on. 
These are the things for which we review applications at our discount 
window. In regard to these questions, we in our bank have not actually 
turned down any bank on a loan. 

Our discount window is always open and never shut, but we do 
have conferences with member banks from time to time, a small per- 
cent of member banks. If they borrow from us too often, too long 
or continuously, or borrow several times their capital, as they have 
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once or twice, we would have conversations with them and would 
arrive at an understanding. 

However, we would not turn down their application at the window. 

Mr. Hayes. I would like to add, if I may, one other pn 5 

In the exercise of credit control, there is always a possibility of use- 
ful interaction between your open-market operations and the use of 
the discount window. In other words, if you sell securities in the 
open market, other things being equal, you tend to put more pressure 
on the bank and force them into the discount window to adjust their 
positions to come out evenly, and that, per se, tends to put the banks 
under greater pressure. 

Conversely, if you put more money into the market through open- 
market operations, ocher things being equal, the banks will be able to 
pay off some of their borrowings and there will be less pressure. 

{r. Murrer. We have established the use of the discount window. 
It cannot control the amount of money in the money supply. It can 
control the flow of the money supply Ws making more or less money 
available to the banks that want to borrow from the Federal Reserve 
banks for the purpose of lending to their customers, am I correct in 
that? 

Mr. Hayes. No, sir. I would think that is not the case. I would 
think there is a certain amount of flexibility in the amount of re- 
serves that can be obtained by banks through the discount window, and 
of course the flexibility on our part in the amount we put voluntarily 
at the disposal of banks through the open market. 

Mr. Mutrer. The Federal Reserve banks can, if they want to, say, 
“We will lend to you no longer, even though you are a member bank, 
even though you qualify, and your loan qualifies and you have met 
every requirement of statute and regulation, because we are not 
going to lend you any more money because we don’t want any more 
money in the market.” 

Mr. Hayes. We can do that in the statute, sir, but I cannot. re- 
member, in my memory, when we have ever done it. We have never 
actually refused to make a loan when a bank brings a note in, but 
if the bank is borrowing excessively and continuously, on relatively 
infrequent occasions we do have talks with the banks doing that and 
say, “Look, can’t you do something over a period in the near future 
which will enable you to stop coming in to us regularly,” and they 
always do. 

Mr. Yatrs. You are not disagreeing with Mr. Leach ? 

Mr. Hayes. No; agreeing. 

Mr. Lracnu. He is saying that the discount window—— 

Mr. Hayes. Is for appropriate purposes. 

Mr. Yares. I didn’t get that before. He brought in the “appro- 
priate purposes.” That was brought in when you introduced the fact 
of flexibility, but I was under the impression when you originally tes- 
tified that the window was open to anybody to come there when he 
wants money and shows he needs money. 

Mr. Lracn. The window is always open for appropriate purposes, 
and it is not closed in the sense that any one bank cannot come there 
and get funds through a loan on that one day. 

Mr. Mutter. So, if the Federal Reserve Board should take the posi- 
tion that we want no more money out in the market and sends word 
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to the Federal Reserve banks, the Federal Reserve bank can say, 


today, “It is inappropriate to lend any more money at the discount 
window”; am IJ right or wrong! 

Mr. Bryan. [suppose it’s possible, but—— 

Mr. Mutter. It has not been done 4 

Mr. Bryan. It has not been done, 

Mr. Muurer. Returning to the matter of the increase in the interest 
rate. Is there a difference of opinion as to whether or not each time 
you increase the interest rate the borrowings by your member bank 
did not decrease, but remained approximately the same as it had been 
before the increase ? 

Mr. Hayes. Well, frequently, when a rate is increased, it may have 
been at a time when pressure was being put on the market through 
open-market operations, also; and when pressure was being put upon 
the market through very heavy credit commitments, so that ee may 
well have been a time when the total borrowings did not decrease, even 
though the rate was going up. 

Mr. Mutrer. Today it is a matter of history, today it is a matter of 
statistics that nobody can misread, when you increased the rate to 3 
percent, did the borrowing by your member banks stop or get lower or 
did they remain approximately the same? This is a matter of statis- 
tics. 

Mr. Hayes. Which increase, when it was increased in August to 314 
percent ? 

Mr. Mutter. Take the time before that when you increased the re- 
discount rate to 3 percent. 

Mr. Hayzs. I don’t think there was any—I doubt if you would find 
any very close correlation between the amount of borrowing and the 
rate. 

Mr. Moutrer. Putting it the other way, there was no perceptible 
change in the amount of borrowing at that time when you increased it 
to3 percent; am I not right? 

Mr. Hayes. I think that is right. 

Mr. Muurer. And getting to the next one, the raise from 3 to 344 
percent, again after you raised it to 314 percent, there was no per- 
ceptible change in the amount of borrowing by the member banks ? 

Mr. Hayes. That is right. We could affect the amount of borrow- 
ing through our open-market operations, that is why I brought in the 
two as a corollary. 

Mr. Mutrer. But the increase in interest rate had no effect when 
you raised it to 3 percent and again when you raised it to 31% percent, 
except to increase the cost of borrowing by the United States Gov- 
ernment, isn’t that so? 

Mr. Hayes. No; I would not admit that, sir. 

Mr, Murrer. The fact of the matter is that each borrowing by the 
United States Government after you raised it to 3 percent, and the 
borrowings by the Government after you raised it to 314 percent was 
at a higher rate of interest to the Government than theretofore, isn’t 
that correct ? 

Mr. Hayes. That is correct, although there was no exact correla- 
tion between the discount rate rise and the cost of Government financ- 
ing. In fact, as I said, most of the increase in the discount rate was 
to adjust to existing market rates that had already gone up because 
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of the abundance of credit demands from all kinds of sources, inelud- 
ing the Government. 

Mr. Murer. Now, decreasing the interest rate now from 314 to 3 
vercent is not going to make any more money available in the market, 
is it, just the decrease of the interest rate alone without any operation 
of the Open Market Committee, without any change of reserve re- 
quirements¢ Decreasing the rate from 314 to 3 percent, will that 
make any more money available in the market ¢ 

Mr. Bryan. May | suggest a point? Mechanically, no. If I were 
to answer it, sir, there 1s an effect, however, that I don’t think we 
ought to overlook: I think in terms of cotton and a few other things; 
when prices of cotton are rising, people tend to hold, when they are 
declining, people tend to get rid of it. That is the way people re- 
spond to prices. 

Now, this may have some effect, if it changes the expectations of 
people who are holding funds in expectation of still higher rates, it 
may make more money available. 

The Cuarrman. You are talking about the psychological effect. 

Mr. Brown. Will the gentleman yield ? 

Mr. Motrer. Yes. 

Mr. Brown. On that score, to underscore what Mr. Multer has 
said, I think we all agree wholeheartedly with the principle of trying 
to limit inflation, but the question is, historically in recent years, are 
we accomplishing anything by the methods we are using ¢ 

Now, for instance in consumer installment credit, held by financial 
institutions, that has become a more and more important part of 
bank eredit, at least in my area. 

In 1953, consumer installment credit held by financial institutions 
was right at $9 bilhon; and the rate on prime banker acceptances 
was 1.87 percent. 

In 1954, the prime rate went down and consumer installment credit 
went down—that is, the amount held by financial] institutions. 

In 1955, the rate went up on prime money, and consumer install- 
ment credit increased by $2 billion. 

There, we get just the inverse ratio of this theory. We have always 
heard that an increased rate decreases the amount of money on loan. 

Would you like to comment on that? 

Mr. Hayes. I think one answer to that is that you always get into 
the question, which is always impossible to prove, as to what would 
have happened to prices if we made sure there was no disparity be- 
tween credit demands and supplies, by filling up the gap with newly 
created credit; we didn’t, completely, and that was reflected in the 
rising interest rate. 

Mr. Brown. We always get into that, and yet historically if you 
go back through the years, the correlation is not clear that if the rate 
1s increased the amount of money loaned decreases. 

Mr. Hayes. I would say, generally speaking, because of the heavy 
demands for money—this results from the supply and demand of 
credit—and the fact that you would see in 1955 a very heavy demand 
for consumer credit as one of the reasons that market rates of interest 
were bound to rise, unless we were in position to increase the supply 
of money. 

Mr. Brown. Right on that score, the prime rate was increased ap- 
preciably in 1956, and consumer installment credit increased still more 











22 PROBLEMS OF SMALL-BUSINESS FINANCING 


in 1956. The rate has increased further in 1957, and could you 
gentlemen fill out the figures? Has there been any appreciable de- 
cline in the amount of consumer installment credit held by financial 
institutions in 1957? 

Mr. Hayes. I would think not. 

Mr. Roosa. No decline, but less of an increase. 

Mr. Brown. Is the percentage less increase appreciable ? 

Mr. Roosa. Yes, appreciable but not very great. 

Mr. Brown. How much less? Now, the credit increased by 10 per- 
cent from 1955 to 1956. What was the increase in 1957? 

Mr. Roosa. I came unequipped with the bulletins, it is in the bul- 
etin. 

Mr. Brown. That can be supplied later. 

The CHarrMan. Yes. 

Mr. Muurer. May I proceed one step further on the question of 
reducing the rediscount rate from 314 to 3 percent now? 

In all frankness, isn’t it intended now so as to put the banks in a 
position to take up this next issue of Government obligations? 

Mr. Hayes. No, sir; I don’t think it is. 

Mr. Motrer. Isn’t that what would be or will be the effect of it? 

You wouldn’t expect the banks to take an issue at 3% percent if 
they had to borrow money from the Federal Reserve at 314 percent, 
would you? 

Mr. Hayes. I don’t think that banks generally regard the discount 
window as the basis for deciding whether or not to underwrite a 
Government issue. 

Mr. Mutrer. Are the financial papers I have been reading inac- 
curate when they state that this new, or these two new Government 
bonds are going to be taken up by tax and loan accounts? 

Mr. Hayes. They are usually underwritten to a large extent by tax 
and loan accounts, regardless 

The Cuarrman. Will Mr. Multer yield? 

Mr. Mutter. Yes. 

The Cuatrman. Is it not a fact that only 500 million of these issues 
of yesterday’s bonds, that is 3% percent, on only a half a billion dol- 
lars, and only a billion dollars of it is notes in 5 years, 334 percent 
interest, and the other are bills and certificates, certificates for 1 year, 
35,2 

Mr. Hayes. Three and three-quarters. 

The Cuamman. Are you sure about that? 

Mr. Hays. The maturing certificates are 35@ percent. 

The Cuatrman. Three and three-quarters for the new ones. 

Mr. Hayes. That’s right. 

The CuHarrman. The 12 Federal Reserve banks, 4 of which are 
represented here by you gentlemen, own $8 billion of that 10. Is that 
correct? Only $2 billion was to go outside? 

Mr. Hayes. Yes. 

The Cuarrman. About the discount window, isn’t it true that in- 
stead of its being a window open for just anybody, anybody who rep- 
resents a bank, the borrowers usually know what they are doing before 
they come there? They have an entree to the president of the bank, 
like Mr. Leach and Mr. Bryan, they come in and explain to him what 
they want to do with the money? And isn’t it true, too, that this 
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money is really reserves, what is called high-powered dollars, upon 
which an expansion of 6 to 1, on an average, can be accomplished ? 

Mr. Hayes. Well, I think all banks have equal access to the window, 
and in our bank, at least, it is a routine operation. They all go to 
the officer in charge of the discount window, and I don’t have any 

sponte banks have any special treatment. It is, of course, true 
’ that any Federal funds—any increase in bank reserves does form a 
basis, given a demand for credit, of a multiple-expansion of the 
money supply. 

Mr. Leacu. I might comment, a banker doesn’t come in to see me 
in order to borrow. Sometimes I go to see him if he borrows too 
much or too long. 

The Cuatrrman. Mr. Hosmer. 

Mr. Hosmer. Mr. Hayes, you were being questioned by Mr. Multer 
awhile ago about transactions which eepuliad in a raise in the interest 
rate from 3 to 314 percent, and which was an increase in cost to the 
Government on its borrowing of money, would you want to expand on 
that a little bit ? 

Mr. Hayes. Yes. I said earlier, I think, that that increase in the 
discount rate was largely a confirmation of increases that had been 
occurring in various market rates, both short term and long term, in- 
cluding the rate the Government was having to pay, and the main 
reason for that increase throughout the interest rate structure was 
the fact that there was still such a tremendous total demand for credit. 
both by the Government and, primarily, from business for capital 
expenditures, and also for mortgages, also for State and municipal 
projects, that the whole combination of demand was in excess of the 
amount of savings available to finance them and in the absence of 
plentiful supplies of new money, which if available I think would 
merely have fanned the flames of inflation, there is bound to be a cer- 
tain increase in interest rates. 

Mr. Hosmer. Is it not true that you cannot just take blank numbers 
as to amounts of credit outstanding for this year and next year and 
the year beyond that, and gain any information from them without 
weighing them against size of population, the gross national product, 
and all that, is that true or not? 

Mr. Hayes. I am not quite clear as to the purpose of your analysis. 

Mr. Hosmer. Mr. Brown mentioned some figures a while ago about 
one year the amount of credit outstanding was a certain amount, the 
next year it was more, under policies which would in and of themselves 
alone indicate that your actions had an opposite effect from that which 
was intended. 

Mr. Hayes. I think what I said then was correct, that’ there are 
many factors that you have to take into account, that you just cannot 
take the total amount of credit and interest rates and say there is a 
cause or effect that should have worked out mechanically, because there 
are too many other factors also coming into the picture. 

Mr. Yates. Mr. Chairman, will the gentleman yield? 

The Caarrman. Mr. Yates. 

Mr. Yates. I seem to remember Mr. Martin disagreeing with you 
gentlemen on some things. 

I think he is probably one of the keymen in the picture, is he not? 

Well, as late as November 6, Mr. Martin thought that there was still 
tremendous inflationary trends which did not warrant a change, didn’t 
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he? At least in a speech to which I have reference, made at the con- 
ference recently, he said there was no relenting from the anti-inflation- 
ary measures, and our good friend from Richmond says there was a 
decided drop between August and October. 

Mr. Leacu. November. 

Mr. Yates. I thought we were using October in our discussion be- 
fore. We were using Dotabien weren’t we, actually ¢ 

Mr. Leacu. There were declines in October, but not enough to war- 
rant any action. In November declines were more widespread, and 
that was the reason we changed the rate. 

Mr. Yares. At least you had seen it start in October ? 

Mr. Leacu. At least I saw part of it. 

Mr. Yates. At least when you saw that part, it was evidence some- 
thing was taking place. 

Mr. Leacu. I didn’t know what. 

Mr. Yates. He said there has been no relenting of anti-inflationary 
pressure. 

Mr. Hayes. It is my own opinion that it would be more proper to 
ask Mr. Martin to interpret that speech himself. 

The Cuarrman. He will be before us soon. 

Mr. Yares. No relenting of inflationary pressures, that was his 
opinion. Does Mr. Martin set the policy? Does he interpret what is 
going on, or do you fellows interpret what is going on ? 

Mr. Hayes. The Open Market Committee functions there. 
Twelve people have equal votes, in fact you have 19 people all ex- 
pressing their opinion. 

Mr. Yates. And he is merely the announcer, or executor for the 
Committee. 

Mr. Hayes. One coequal member of the 12 members of the Open 
Market Committee. Of course, actually, I don’t mean to imply that 
he is not the keyman in the System. He is, because the Board of 
Governors has exclusive powers over other instruments, like reserve 
requirements and so on, so he is undoubtedly the principal policy- 
man inthe System. I don’t mean to deny that. 

Mr. Yates. Was he in a category by himself, insofar as the think- 
ing of the Board was concerned at that particular time? The rea- 
son I ask that is because our friend Mr. Leach here states that at 
least he saw the pressures relenting, and I think all of you at that 
time were of the opinion that the pressures were relenting. Why 
then did Mr. Martin come to an opposite conclusion ¢ 

Mr. Hayes. My personal feeling is that you are getting right into 
the realm of open market policy, practically current policy and that 
is not the kind of thing that we should be disclosing. 

Mr. Yates. I would not want to embarrass you. 

Mr. Bryan. Could I make a slight comment ? 

Mr. Yates. I will be happy to have your comment. 

Mr. Bryan. In the first place on the change in statistics, some 
things have become very recently available. Unemployment figures 
show some deterioration. We have had the shift in mcome down- 
ward, so that we have had some recent figures that do indicate and 
confirm what was said. 

I think we can usefully make a distinction between the short run, 
which may be one of economic adjustment, and the long run. For 
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uustance, in the long run I would heartily agree with Mr. Martin, 
that the problem may still remain one of inflationary pressures. 

Mr. Yates. Did you say hardly or heartily ? 

Mr. Bryan. Heartily, and for 2 or 3 fundamental reasons: One 
of them, as you know, sir, is that the population is expanding by 
leaps and bounds, and it is the task of saving enough to outfit them 
with all of the capital goods required, which is going to be very 
great, and then as we all also know, as citizens and Congressmen, the 
country has an enormous task of national defense, which is a neces- 
sary thing but requires tremendous amounts of our gross national 
product to do adequately. 

I think in the long run those two factors put our economy under 
a tremendously real strain, and. means we must’ be at great: pains to 
produce the savings necessary without inflation. 

Mr. Yates. The thought that comes to-my mind is that this is a 
picture that requires money, and I don’t know how you can reconcile 
this with a tight-money policy. You have a booming population, 
you have defense needs, you have an economy that will require a 
constant expansion to take care of the needs of the people. 

Why then do we want a tight-money policy ? 

Mr. Bryan. Well, it depends, sir, on how we want to produce the 
money. Do we want to produce the money by multiplying dollars, 
which simply bids up prices, or do we want to produce it by the 
savings of the people? I would assume that we want to do the job 
by savings, rather than by multiplying dollars. 

Mr. Yares. Both you and I agree that the money will be required. 

Mr. Bryan. Yes. I should say, in vast amounts. 

Mr. Yares. If it is not made available, certainly the inflationary 
trend will be tremendous. 

Mr. Bryan. And it depends on how we make it available. 

Mr. Yates. We have simplified it to the point where no one can 
agree. As I listened to Mr. Multer discuss Mr. Hayes’ idea of the 
rediscount picture, and where the reserve picture comes in, I gath- 
ered he was of the opinion that the discount rate, as such, will not 
stop the flow of money to borrowers who, in turn, can reloan it for 
a much higher rate of interest. 

I would assume, then, that much depends upon the ready flow of 
money. 

Now, tell me about what the Board did to either stop or increase 
the flow of money. Has the Board done anything on that? 

Mr. Hayes. Well, to generalize, the Federal) Reserve System is 
always in a position to make bank reserves scarce or abundant 
through an open-market operation or operations. 

An open-market purchase, per se, puts reserves in the hands of a 
bank which can be used. If it is not used to pay off borrowings of 
this kind, it can be used as the basis for multiple expansion of 
deposits, and, conversely, the Federal Reserve System is in a position 
to pull in reserves. 

Mr. Yates. I was not informed as to what the Federal Reserve 
Board did: Did they tighten 

Mr. Hayes. Over the last year, the change was very small. 

Mr. Roosa. Without having the exact figure, the effect has been 
over the past year that the money supplies permitted on the reserves, 
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after the leakage of some new currency, which we must always pro- 
vide for, has been about a half of 1 percent up to the present. 

Mr. Yares. So that in times of a booming population such as we 
have today, that acted as a restraint, the fact that you didn’t make 
more available ? 

Mr. Roosa. No, sir. 

Mr. -Y ares. He'says “yes,” you say “no.” 

Mr. Roosa. As far as restraining the investments needed for the 
support of the population growth as it comes along, the effect, while 
the policy remains restrictive, is one of spacing it out in a manner 
that will be consistent with the closest approach to price stability 
you can get. 

It is very simple, and this is a problem that occurs in every kind 
of country. The underdeveloped country has its version. The war- 
economy country has its version. When you need a lot of invest- 
ment, it is very simple just to create money, to get it, and to chase 
those goods with new money, more and more of it, and, for a while, 
until you reach the stage of hyperinflation, you can always get just 


a little more; but everyone else in'the economy, outside’the sector: 


where the money is being produced, is suffering from runaway infla- 
tion. That is a difference in degree only from the condition we 
have. If at a time of strong demand and sustained capital boom 
(we were at record capital outlays earlier this year) if money had 
simply been created in the face of that great demand the simple cre- 
ation of money could net have added to the total supply of resources 
available to take care of the growing population, but it could very 
well have set off a chain of rising prices that would have created 
problems of greater instability, turned the boom into a capital ex- 
pansion spurt, and that into a serious boom with subsequent repercus- 
sions that could be terribly grave. 

Mr. Yates. What the effect was, then; was to check the capital 
boom ? 

Mr. Roosa. To space it out; if all works well, there is nothing lost, 
the total is greater. 

Given a total investment program to implant in the economy, the dif- 
ference between attempting to do it all in 6 months, and just pumping 
out more money in order to try to do that, and fooling yourself with 
rising prices, is quite different in terms of the restraint it imposes 
on the economy as a whole, from stretching it out over 18 months 
and 

Mr. Yates. May I interrupt? You are talking about spacing it 
out. Is that what will eventually take place ? 

Mr. Roosa. Yes. 

Mr. Yates. I read in the papers where capital-expansion programs 
have been cut, people who were going to expand haven’t just delayed 
construction, but have decided against undertaking expansion, and 
that has been a significant factor, so far as those companies are con- 
cerned. That isn’t a spacing out, that is an actual check. 

Mr. Roosa. If you are going to succeed in spacing out, at some 
moment in time, somebody must reduce; and later, he must reappear 
and we should now be in the interval. Having succeeded in restrain- 
ing, we are about at the stage when those restrained reappear. 

Mr. Yates. Suppose they don’t reappear ? 
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Mr. Roosa. This is trying to predict the unpredictable. One must 
assume that as a result of this and other actions they will. 

Mr. Yates. If they don’t reappear, we are in trouble. 

Mr. Roosa. Yes. 

Mr. Hayes. If they or some others. 

Mr. Yares. Prospective capital investors, if they do not appear in 
the quantities necessary ‘to'keep' pace with your spacing out program,’ 
we are in trouble. 

Mr. Hayes. I would like to just add this: That you can have a 
highly prosperous situation in a country with a different mix of ele- 
ments that are providing that prosperity. 

For example, in 1955 you had housing and automobiles at a very 
high level, and capital expansion fairly high but not anything like 
what we got to later. You had an overall high degree of prosperity. 

The next year you had a substantial drop in automobile production 
and a considerable drop in housing but you had a capital boom, and 
some other smaller elements coming up in importance so that your 
total was actually higher than it had been in 1955. 

It is perfectly possible to conceive of a situation in the next’ year 

* two where the capital expenditures did not get back to the very 
saa that they had attained in the last year, but where housing 
was higher, or durable consumer goods would be higher and you might 
have a desirable mix that would be a little different and people w ould 
be prosperous. 

Mr. Yares. This is the critical period then; is it not? We are on 
the plateau now, when we have finished checking the capital boom. 
I think I remember the president of one of the corporations said that 
he wanted to get rid of the superconfidence. We have gotten rid of 
that. The bloom or the blossom is off the prosperity. We are now 
prosperous, and on a plateau and we are either going back into our 
capital investment program, or else we do go down. 

Mr. Haves. No; we either have sustained total demand—demand 
that comes a little less from capital expenditures and a little more from 
consumer goods and so on, or we might go down. 

Mr. Yates. But we are on the plates UU. 

Mr. McCutiocn. At the risk of repetition, which may be elemen- 
tary for most if not all who are here, I just am utterly confused by 
the effect of raising the rediscount rate on 2 or 3 occasions. 

As I understand it, the testimony from you gentlemen was more or 
less that raising the rediscount rate in each instance did not substan- 
tially lessen the demand for money for borrowers. If that be the case, 
may I properly conclude, then, that it had no real effect, no real 
effect as you intended it to have in that field ¢ 

Mr. Hayes. I think it was part of a total program in each instance 
which in the aggregate, including the open-m: arket t operations and the 
rediscount rate, did have the effect of limiting the expansion of money. 

Mr. McCuttocry. Can you more definitely and particularly tell us, 
then, what the useful purpose was that was‘served by that inerease? 
Can you make it very simple and understandable to a person who-is 
not a banker ? 


Mr. Hayes. The increase in the discount rate ? 
Mr. McCutnocn. Yes. 
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Mr. Hayes. I think in most of those cases the increase in the dis- 
count rate was largely an adjustment to bring the discount rate into 
line where the level of open-market, rates in the money market and 
in the bond market had already taken place, an increase had already 
taken place there. 

. Mr. McCunstocu. Do you think that value was worth the increased 
cost to this Government in financing its national debt then and dur- 
ing the years that it will be in effect ? 

Mr. yes. The increase in the discount rate, I do not think, made 
any difference to the cost of the Government, because what really 
made the cost higher to the Government was the aggregate of credit 
demands which, in the face of credit restraint by us through open- 
market activities, was bound to lead to some increase in open-market 
rates, Government and otherwise. The discount rate itself was not 
an important factor. 

» Mr. McCuuiocn. And it had little or no effect on the rate that the 
Government pays in refinancing these obligations ¢ 

Mr. Hayes. That would be my judgment. 

Mr. McCutxocu. Is that contrary to some of the testimony we 
have had heretofore today ? 

Mr. Hayes. It does not seem so to me. 

Mr. Hosmer. Under those conditions, if you had not had the open- 
market operations and a few other things, is it your feeling that the 
costs to the Government for other things that it buys, things other 
than money, would have gone up more? Would it have cost the tax- 
payers more in the end than paying a little more for money ? 

Mr. Hayes. Decidedly. t think the higher cost to the Government 
that was avoided by checking inflation was enormously greater than 
whatever they paid in additional interest. 

Mr. Hosmmr. In other words, it was a bargain? 

Mr. Hayes. I think so. 

Mr. McCutiocu. Again, and at the risk of pursuing it too far, do 
you think that raising the rate in these instances had a material 
effect on retarding the inflation which was then in progress ? 

Mr. Hayes. I think raising the rate was a very secondary move. 
The principal influence was our limitation of bank reserves through 
open-market activities. 

Mr. Yares. Did I understand your answer to Mr. Hosmer’s ques- 
tion to be that the devices that were utilized had a very salutary 
effect upon checking the inflation, and that the Government would 
have paid much more money than it actually did pay? What did you 
have in mind? I know that the defense program is paying much 
more for the same products now than it did a year ago. Where was 
the inflation checked, then ? 

Mr. Hayes. All I am saying is that this gets back into the difficult 
realm of what would have happened if we had not done what we did. 
In my judgment, if we had not restrained the expansion of the money 
supply, prices would have gone up a lot more, and everything that 
the Government bought, instead of going up 5 percent, would have 
gone up 10 or 14 percent—I am just picking numbers out of the air— 
but the increased cost could have been much greater than what they 
have paid in additional interest. 

Mr. Yates. When you talk about 5 percent, the statistics that come 
to my mind are the ones which came to me when I was on the Appro- 
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priations Committee on the St. Lawrence seaway. They pointed out 
the fact that their costs had gone up 2214 percent. 

Mr. Hayes. In 1 year? 

Mr. Yates. In 1 year. That is why they have not come in and 
asked us for more money. I do not see where you get it that infla- 
tion was checked. 

The Cuarman. I want to ask Mr. Bryan this question, please. 
Have member bank applications at the discount window declined ¢ 
If so, has it been due to the level of the previous discount rate? 

Mr. Bryan. Mr. Patman, speaking for the discount window with 
which I am familiar, we seem to have charted waves in the flow of 
loans from the South and back and forth. The cause of some of these 
waves we can put our fingers on, such as the Florida movement of 
tourists, but others, to be frank with you, we cannot yes our fingers 
on. That always affects the amount of discounting that we have in 
Atlanta. 

I would have to say to you very candidly that the banks in the dis- 
trict have been under considerable pressure in the expansion of the 
district, and have in general borrowed rather heavily. And I would 
want to say in complete candor that the 314-percent rate did not check 
that. I have not declined discounts from the banks, because it did not 
seem appropriate to decline. 

The Cuarrman. In other words, the increase from 3 to 314 percent 
did not reduce the number of applications in the district? 

Mr. Bryan. In my Sixth District experience. 

The Cuarrman. The fact that you have lowered it from 314 to 3 
percent would enter into it? 

Mr. Bryan. I think that is a correct conclusion. 

Do you agree to that in your district? 

Mr. Jouns. I think so. 

We have only operated 1 day, however, and that was last Friday. 

The CuHamman. I am talking about your predictions that it will 
enter into it in a very small way. 

Mr. Jouns. My impression is that it will have little effect. 

The CHarrman. Mr. Leach. 

Mr. Leacn. That in itself will not have a great deal of effect. 

The Cuarrman. Mr. Hayes, you made a statement in answer to Mr. 
Multer’s question awhile ago that interested me. You said something 
to the effect that you would make a recommendation to the Federal 
Reserve Board from the New York Federal Reserve Bank, and if the 
Federal Reserve Board approved it, then you would announce it. 

Did I understand it correctly ? 

Mr. Hayes. No, sir. I think you have left out.a step. I would 
make a recommendation to our board of directors. They then take 
the decision whether to propose to the Board of Governors to cut or 
increase the discount rate, or to make no change. The Board of Gov- 
ernors then has the authority to review and determine the rate. 

The Cuarrman. The word “determine,” I believe, is in the law ? 

Mr. Hayes. Yes, sir. And then there is a simultaneous announce- 
ment both by the Board of Governors and by our bank if it is approved. 

The Cuarrman. Let us see, Mr. Hayes, that did not happen this 
last week, did it? When you recommended a 3-percent rate instead 
of 314 percent, I did not see any announcement from you or the Board. 

98956—57—pt. 13 
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I saw a statement that someone close to somebody who was close to 
somebody said so and so, but I did not see any direct announcement. 
Did you give out a direct announcement yourself? 

Mr. Hayes. Yes, sir; we did. 

The CHarrMan. And you gave it out after the Board had approved 
your rate? 

Mr. Hayes. That is correct. 

The Cuarrman. The Board did not give out any statement? 

Mr. Hayes. I assume they did. 

The Cuartrman. I have not seen it. 

Mr. Jouns. They did make an announcement. 

The Cruarmman. The Board did? 

Mr. Jonns. Yes, sir. 

The Cuarrman. In other words, the Board has already approved 
the 4 banks—the 5, now, I presume, since Boston came in yesterday— 
but the Reserve banks never announced it until the Board had 
approved it? 

Mr. Hayes. That is correct. In fact, we synchronized the timing 
of it. 

The Cuarrman. You synchronized it how? 

Mr. Hayes. The announcement to the press was made at the same 
time. 

The Cuarrman. Do you have any understanding that the Board 
wants this reduction made? Is it just a question of which banks will 
take the initiative first? Do you have any conversational or uncon- 
versational understanding about that, Mr. Hayes? 

Mr. Hayes. I think it would not be proper for me to go into that; 
that is for the Board to tell you. 

The Cuatrman. All right. 

Well, when Mr. Martin is up here, it is possible somebody will want 
to ask him something about that. 

Under 13 (b), have you made any effort as a bank—TI am talking 
about way back, before you were president, Mr. Hayes—do the 
records of the bank disclose that the Federal Reserve Bank of New 
York has ever made any effort to encourage banks to participate in a 
13 (b) program ? 

Mr. Hayes. I have to plead ignorance on that. 

The CHarrman. Does either of your advisers know? 

Mr. Hayes. I do not know whether Mr. Roosa can tell you that 
or not. 

Mr. Roosa. There has been no active program on the part of our 
bank in the sense of active solicitation since before the war. There 
have been loans made, just a very few. 

The Cramman. That is where the local commercial bank com- 
menced it—initiated it? 

Mr. Roosa. In our case, since the war that may be true. I am just 
not certain. But I should explain that the reason for this, insofar as 
I understand the background at our bank is that initially in the 
middle 1930's the RFC was doing first the same type of lending as We. 
Subsequently, it was granted a much broader scope in this area, and 
was, in fact, domiciled in our building in our district. So that it 
became their operation. And we more or less phased out as they 
phased in more extensively. 
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And since the war, with the succession of various small-business 
financing agencies specializing in that area, there has been no need 
to activate it, and there have been frequent expressions of doubt from 
the Board of Governors, who would give us our cue on this, as to 
whether it is really appropriate. This is a basic question in central 
banking tradition, going back generations 

The Cuatrman. Central banks just do not do that. 

Mr. Roosa (continuing). Whether a central bank should directly 
deal with individual private borrowers. 

The CuarrmMan. The truth is, the Board has frowned on it ? 

Mr. Roosa. I would not want to imply a judgment on the Board’s 
part in this matter. 

The CuHatrman. Well, I want to ask these other gentlemen—Mr. 
Bryan, has your bank made any effort to expand loans through 13 (b) ? 

Mr. Bryan. Mr. Patman, when I first came with the bank, in 1938, 
we were doing a considerable business, may I say, in 13 (b) loans. 
And at that time—I cannot speak before then—but at that time we 
made an effort to promote public knowledge of our ability to make 
13 (b) loans. 

The war came on; there were various other financing programs, and 
since 1946 I think I am correct in saying that we have had only one 
application which was made, and we have not had an application 
since. 

Now, our powers under 13 (b) are known to the commercial banks, 
but we have made no effort to publicize them. 

The CuarrmMan. That is what I am asking you. 

Mr. Bryan (continuing). Or to push 13 (b) loans. 

I would like to make one comment on that, sir. And that is one of 
our problems, aside from the problem Mr. Roosa mentioned, that we 
are very much restricted under the law. 

The CHarrMan. Yes, sir. 

Do you agree, Mr. Johns, generally with what Mr. Bryan and 
Mr. Hayes have said about 13 (b), or would you like to add something 
to it? 

Mr. Jorns. Since I have been in St. Louis, we have not actively 
publicized—we have made no loans, really have had no applications. 
There have been a few inquiries which we quickly ascertained we 
could not accommodate under the provisions of the statute. 

The CuarrmMan. What do you say about that, Mr. Leach ? 

Mr. Leacu. We had extensive operations back in the depression 
days of the 1930's, and we made risky loans for the purpose of putting 
people back to work. That was what was sneeeited when we were 
authorized to make these loans, I think. Recently we have not pushed 
it or publicized it, and I do not think it is a proper function. 

The Cuarrman. Mr. Hayes, I would like to ask you, since under 
this tight-money policy it has been stated that the big people have 
an opportunity because there are some advantages they have in the 
way of security and collateral and connections, and they can get all 
the credit they need, possibly ; what about the little man, has any effort 
been made to allocate the credit so that the small-business man would 
have an opportunity to get a share ? 

Mr. Hayes. Well, I think, as I said in my statement, that the 
studies that are being made would throw a lot of light on this. I 
can only give in addition to that my own impression, which may or 
may not be statistically accurate. 
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My impression, in talking to various bankers, including some of 
the very large ones, is that these banks have made great efforts and 
leaned over backward to see that the scarcity of funds and the re- 
straint that that required in the way of making loans did not impinge 
unduly on the little borrowers as against the large. 

In fact, several large banks have told me that it worked the other 
way, that the biggest reductions in loans were to the large borrowers. 
I do not know whether that is a universal development or not. 

The Cuatrman. Mr. Hayes, I want to ask you something that goes 
to the heart of small business and the financing of small concerns. 
Suppose Congress were to decide that since the Federal Reserve banks 
do not feel that they should make loans to small business, like under 
13 (b), since it is contrary to the traditional principles of central 
banking, unorthodox, and so forth—suppose that the Congress should 
decide that it would set up capital banks for small business, where 
small firms could get risk capital, and suppose Congress were to set 
these banks up along Federal Reserve district lines, one bank for 
each Federal Reserve district, and then of course have branches in 
each State where branches are justified; and suppose Congress would 
say that the Federal Reserve bank in that area should turn over, say, 
$10 million of their reserves to start the bank out, as capital stock, 
and leading to eventual ownership by these small people, just as the 
joint seo londl bank and just like the production credit associations; 

ow would you feel about something like that ? 

Mr. Hayes. Mr. Patman, I have not studied the question, so my 
opinion of it is not worth very much. . 

I think obviously if Congress should find that banks of that kind 
would fill a real need, then they should be set up. I have the feeling 
that they have practically nothing to do with the Federal Reserve 
banks by their nature, that there is a great difference between the 
kind of lank you are talking about and the central bank. And I see 
no particular reason why they should be very closely meshed with 
the Federal Reserve System. 

The CuHarrman. Except the Federal Reserve would furnish the 
initial capital, just as they furnished the initial capital for the FDIC. 

Mr. Hayes. I have a general feeling that our capital required is 
about right for the operations we are supposed to undertake as a cen- 
tralbank. ButasIsay, I have not studied that. 

The Cuarrman. But it would not hurt your bank any to take $10 
million of the reserves that you have, to let this new small bank have 
capital, would it? 

Mr. Hayes. As I say, I have not studied this. I have not thought 
very much about the adequacy of our capital and reserves for the size 
of our operations. But I think I probably have a naturally conserva- 
tive inclination to keep all the capital and reserves that we have to 
support our normal activity. 

The CuarrMan. Mr. Hayes, your answer disturbs me. Your answer 
indicates that you think that you depend on your reserves and your 
— to function. 

fr. Hayns. No, sir, I do not think—we certainly have to— 

The Caarrman. You do not depend on them at all. 

Mr. Hayes. I suppose it provides some cushion in theory against 
whatever risk we may be taking in the way 
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The CuamrMan. I did not intend to get into any dispute with you, 
and I hope you take this good naturedly, but it disturbs me that you 
indicate you are dependent on your reserves and capital, as a central 
bank—1 of the 12 Federal Reserve banks—when your capital does not 
enter into your business at all; it is not used, and your reserves are 
not used. Your power comes from your power to create money, which 

ou do. 
, Mr. Hayes. Quite correct, Mr. Patman. But I think that any 
enterprise that involves’ making substantial investments in assets, 
whatever they may be, probably does well to have some reserves for 
contingencies. 

We are an operating bank, an organization that does have income 
and outgo and presumably we should have some cushion somewhere to 
take up unforeseen expenses. 

The Cratrman. That is what disturbs me, Mr. Hayes, that you 
think you use this reserve—— 

' Mr. Hayes. I do not mean to say that the size of our capital and 
reserves affects our open-market operations, because it does not. 

The Cnatrman. Of course, it is so insignificant 

Mr. Hayes. I agree that it is a relatively unimportant factor. I 
just have a general feeling that some kind of a contingency fund is a 
desirable thing to have. But I certainly agree with you that it does 
not have a major bearing on any of our policies. 

The Cuatmrman. And if you are going to have something like a 
capital bank for small business, and if the Congress takes $10 million 
out of your reserve fund and lets this capital bank have it, you would 
rather have it divorced from the Federal Reserve operations alto- 
gether, in other words, entirely separate and distinct? 

Mr. Hayes. That is my offhand instinct, yes, sir. 

The Cuarrman. There would not be any objection to having it writ- 
ten into the law that you would furnish these new banks quarters in 
your building, would there, Mr. Hayes ? 

Mr. Hayes. I would have to consult with my associates to see whether 
they have any space. We have a hard time finding room for our own 
operation. 

The CHarrMan. How would you feel about that, Mr. Bryan, about 
the capital bank for small business, and having a setup like the Federal 
Reserve? In other words, separate and distinct, but have an overall 
board appointed by the President, and then have different boards for 
each of the 12 banks selected by the President, and then later on, as 
the small-business concerns got an equitable interest, they would begin 
to get directors on the board, too ? 

Mr. Bryan. Well, speaking, sir, purely for myself, I would be in- 
clined to believe that one of the problems of small business is access to 
equity capital. 

I have some considerable feeling that the Federal Reserve System 
has got all it can say grace over, in consequence of which I would be 
inclined, if it were in the wisdom of Congress to do so, to have it set up 
in the way you suggest. 

Now, as for taking some of the capital away from the Federal Reserve 
Bank of Atlanta, allow me to assure you that if you do that I am going 
to obey the law, just because I do not want to go to jail. 
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The Cuarrman. It would not hurt your bank at all to take $10 mil- 
lion, would it ? 

Mr. Bryan. I do want to make one statement on the capital situa- 
tion—and that is one of the worst kiddings I get from people in the 
district who look at our statement of assets and liabilities and capital 
ratios. They say, “You are undercapitalized, aren’t you?” It’s hard 
to explain when other banks are urged to increase their capital. 

The Cuarrman. You mean your bank ? 

Mr. Bryan. Yes, sir. 

The Cuarrman. You do not depend on your reserves and your capi- 
tal stock ratio, do you, Mr. Bryan ¢ 

Mr. Bryan. No; I think that is correct, sir. I think there is some 
reason, however, to allow the Federal Reserve bank to show a conven- 
tional statement that people understand. But I am not insisting on it. 

The Cuarrman. Well, would they understand how you could do $50 
billion worth of business on $332 million worth of capital ? 

Mr. Bryan. That, sir, is one of the most difficult problems that I 
have to explain. And I do not know that I have ever got it explained 
to anybody’s satisfaction. 

The Cuatrman. Mr. Johns, would you like to comment on the 
capital bank for small business idea ? 

Mr. JoHns. One small comment. I have not observed that the 
Federal Reserve banks’ presidents spend a great deal of time worry- 
mg sroms their capital funds. 

y question about this, I do not wish to dispute the need for some 
sort of arrangements of this kind, I would hope that this is one of the 
answers we might gain from the study of the financing of small busi- 
ness that is underway. 

I have some reservation, however, as to whether these funds should 
be supplied with Federal Reserve funds, which the chairman has 
already referred to as high-powered dollars, or whether it is not 
more Sesttuble for these capital funds to be derived from the savings 
of the community. 

The CHairman. May I suggest, I did not intend to say that these 
banks would have $10 million of high-powered dollars, upon which 
they could expand. They would just have $10 million, and that would 
be their capital. 

Mr. Jouns. Yes. But I think when they lend the money, Mr. 
Chairman, it quickly becomes a part of the reserves of the commer- 
cial banking system. 

The Cuarrman. Yes; I think so, too. 

Mr. Hayes. May I just add one more note on your question as to 
how small business has been affected loanwise by tight money as 
compared to large business ? 

I think there is one other interesting point, and that is that by and 
large—we have 14,000 banks in the country, as you know, and most 
of those are small banks, and most of those do business with small 
business. And I do not think that there has been any great difference 
in the shrinkage or expansion of loans as betwen the small banks and 
big banks. If anything, the country banks are the ones that have 
had the more abundant reserves in this period of 2 or 3 years of 
rather tight money. 

The Cuarrman. Mr. Leach, would you like to comment on the dis- 
cussion we have had here about the capital banks for small business, 
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and about taking $10 million of your money to use as capital in your 
district ¢ 

Mr. Leacu. If the studies show, as they may well do, that an im- 
portant need of small business is for equity corporations and Con- 
gress should decide to set them up, I would hope that they would 
not be closely connected with the Federal Reserve System, because 
the required experience and knowledge is in an entirely different 
field. 

If Congress takes $10 million from us, I guess I would not be in a 
position to object very much. 

The CuarrMan. You would not feel like you were hurt any, would 
you, Mr. Leach ? 

Mr. Leacu. I would not feel like I was busted. 

The Cuarrman. Would any other members like to ask questions at 
this point ? 

Mr. Sreep. I have one point, just for clarification. 

Mr. Hayes, as I followed your remarks when you were discussing 
the reasons that you had, or the thinking you were going through 
when you decided to recommend the rate cut, you made some com- 
ment to the effect that you took it into consideration, among other 
things, the fact that a Treasury offering of bonds and securities was 
pending. 

Mr. Hayes. Yes, sir. 

Mr. Sreep. Would you comment a little more on that, just how 
that affects—— 

Mr. Hayes. I think that whenever you have a Treasury operation 
pending, there is some advantage to doing whatever you are going 
to do before the thing is launched, so that you have a clear knowledge 
of what conditions are and the reserves on which they can base their 
operations. 

We have a sort of general policy of what we call trying to keep 
on an even keel during a period of financing. So it can be argued 
that, if we were going to change the rate at some time in the near 
future, there was some advantage from that point of view in doing 
it promptly. 

Mr. Sreep. Would I be correct in assuring that your action, com- 
ing as it did, would enhance the advantages the Treasury might ex- 
pect in offering its securities as against what it would have been faced 
with had you not made that 

Mr. Hayes. I think that the action probably did make the financing 
a little bit easier. 

Mr. Steep. Would it have been an advantage in the sense that more 
buyers of those securities would be available, or that a better interest 
rate to the Treasury itself would be available? Would that be of 
some benefit ? 

Mr. Hayes. It could be both; yes. 

Any move purely in the direction of easing credit is advantageous 
from the point of view of floating any issue, whether it is a Treasury 
or any other bond. 

Mr. Streep. There has not yet been enough experience for you to say 
for certain if those anticipated benefits have been realized to any 
degree ? 
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Mr. Hayes. I think the terms which the Treasury has actually put 
on its new offering as announced in today’s paper tend to confirm it. 

Mr. Sreep. That is all. 

The Cuarrman. Mr. Brown? 

Mr. Brown. Just a couple of points. 

Whenever you get right down to Main Street, you four gentlemen 
here are very important factors in this whole small-business picture, 
because your statements are quoted in the press, and our little busi- 
ness people down in Springfield, Mo., read those, and are optimistic 
or pessimistic, according to the way you feel lots of time. 

Now, with due respect, Mr. Bryan, you made a statement a moment 
ago that I hear kicked around by every sales manager of every firm 
in this country, and upon inspection it just does not necessarily pan 
out. 

You said that one of the factors in the long-range inflationary pic- 
ture is that population is increasing. 

Mr. Bryan, did population increase in 1930 over 1929? 

Mr. Bryan. Oh, gosh—as between those 2 years I have forgotten. 
I suppose so. 

Mr. Brown. Let me supply the figure, sir, it increased a million, 
two hundred thousand. And population—may I just submit this 
too—population increased in 1931 over 1930 in 1932 over 1931, and 
1933 over 1932. But business activity, profits, employment, and so 
forth did not increase; did they ? 

So it follows that by hindsight we establish that an increase in 
population is not necessarily followed by an increase in business 
activity ; is that correct? 

The second thing, when we get down into particulars too, people 
come to me all the time saying that they cannot get enough saelit 
Iam a little more disturbed sometimes at credit abuses. 

IT have a feeling sometimes that bankers have broken as many 
businessmen as they have helped by making loans. 

For example, you referred to the fact, I believe, Mr. Hayes, that 
back in 1955 automobile sales were at a tremendously high level. 

My automobile people in south Missouri tell me that that was 
caused—there was a direct cause and effect relationship—by credit 
abuses upon the repeal of regulation W which resulted in automobile 
paper being extended to 3 and 4 years repayment time; that the in- 
terest and other charges were substantially increased: and that people 
bought automobiles that really could not afford to buy automobiles. 

Would you say that is true? 

Mr. Hayes. I would first say that I was not on this job at that time, 
so I am not a very good observer, but by and large I would tend to 
agree that there were some abuses of the terms of financing that were 
unsound. 

And I would suggest that you check with the others. 

Mr. Brown. Did that happen in Richmond ? 

Mr. Leacu. I think that is true to some extent. 

As far as I know, our banks have never made Joans for as long 
as4years. They have gotten up to 36 months. 

Mr. Brown. Would you say that there were any automobile- 
financing concerns who in turn were borrowing from other financial 
institutions to finance their operations and were loaning money on 
automobiles where the term of repayment was 36, 40 months. 
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Mr. Leacu. That is too far back for me to remember the details. 
I think there was some abuse in consumer credit in past years, but 
I don’t believe there is much now. 

Mr. Brown. In other words, that was a false stimulant by credit, 
would you gentlemen agree with that ? 

Mr. Hayes. To some modest extent. 

Mr. Brown. Would you say, then, that the important factor in that 
false stimulant was the length of term of repayment—not low-interest 

rates, surely because interest rates went up. 

Mr. Haves. I would mention, also, as a factor, small downpayments. 

Mr. Brown. And the term of repayment ? 

Mr. Hayes. That is right. 

Mr. Brown. What I am trying to establish here is that we have 
reached the argument, which came first, the chicken or the egg, on 
the effect of increased interest rates on increasing or decreasing 
borrowing. 

But we do know this, that the extension of the term of repayment 
and the low downpayment definitely is a factor in the amount of money 
that would be borrowed; would you agree with that? 

Mr. Hayes. I think so. 

Mr. Brown. All right, would you say that that is more of an impor- 
tant factor in most instances than the rate of interest ? 

Mr. Hayes. From what little I know about automobile credit I 
should think it would be. 

Do you have anything to say on that, Mr. Roosa ? 

Mr. Roosa. I think as far as the borrower purchasing the car is con- 
cerned, there cannot be any question but that that is true. 

As far as the availability of money to him, it may take longer to 
work its way through, but when you think of the finance companies 
and the banks who are making money available to them, the conditions 
of erent money tightness that have emerged over the 2 years after 
1955, I think, brought about conditions where there was just less avail- 
a for that type of very risky and unsound loans. 

Mr. Brown. Sir, I don’t want to disgree with you in theory, because 
I know you know the theory very well. But when you get down to 
Main Street, the automobile dealers tell me that they stopped it them- 
selves because they realized that their name was on the paper, and that 
3 to 4 year repayment was too long. 

Mr. Roosa. I think so. And I think they were Eaneee helped in 
their decision in the way that we help a bank decide not to borrow from 
us, by the banker telling them that this is bad credit, and the banker 
is impelled to that by the fact that he does not have enough money to 
go around either. 

These are all incremental influences. But I would quite agree that 
as the abuses were corrected, the prime mover in correcting them has 
to be the automobile dealer himself, as the principal lender. 

Mr. Brown. To tie it down to the decision that was made just last 
Friday, you have stated, Mr. Hayes, that one difference between 1956 
and 1955 was that there were more capital expenditures in 1956 than 
there were in 1955. 

You also stated, I believe, there is going to have to be something to 
move in and fill that gap if we are to reverse this downward trend. 
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Do you expect by your action that automobiles and housing, for in- 
stance, might move in to fill that gap? 

Mr. Hayes. I would think that there are a lot of factors that in- 
fluence the outcome—in the housing industry I would expect the 
easing of money would be one of the factors that would encourage 
expansion. 

r. Brown. Do you expect by that that automobile financing, for 
instance, is going to become more liberal and more like 1955, and 
people are going to wind up with, after they have driven a car for 
2 years, owing more money on the car than the car is worth? 

Mr. Hayes. I think there is a risk of that. I think there is cer- 
tainly more risk than when money was—let’s put it this way; if 
money becomes easier, there will be more risk of that than in the 
last year. 

Mr. Brown. You have made a statement, sir, that confuses me. 
We established, I thought, that the term of repayment was the prime 
consideration, not the interest rate. 

You have stated that by reducing the interest rate that you feel 
that there will be an effect on this automobile purchaser this com- 
ing year. 

r. Roosa. Is it your point that morality is very well reinforced 
if you don’t have the money in your pocket to go on a spree anyway, 
and if the money becomes easy, it is a little harder to maintain these 
standards—they may not be standards of morality, but standards of 
sound credit, there is a little greater pressure to let down; isn’t that 
it? 

Mr. Hayss. That is what I intended, that the lenders would be 
more willing to put out a large volume of money, and it might ease 
their lending terms. 

Mr. Brown. Just one more question. 

Do you have any feeling that by this reduction that the money 
might go into capital expansion again, expansion of facilities, that 
there are indications at least of being already overexpanded in cer- 
tain industries and in certain fields, instead of into consumer pur- 
chases. 

Mr. Hayes. I think in the area of capital expenditures there are a 
good many reductions that have been made, not because money was 
tight, but because the capacity was getting larger in certain areas, 
and the mere easing of money won’t change those conditions in those 
particular fields very much. 

But there are other areas where the cost of money may have been 
a very effective brake on capital expenditures, and where a loosening 
of money would cause expenditures to be larger than they would 
have otherwise been. 

The Cuarrman. I have three questions I want to ask. 

Afterward we will call on each one of you gentlemen to make a 
statement, if you desire. 

First, I will ask Mr. Hayes, was any downward tendency in bank 
rates in evidence before it was decided to reduce the discount rate, 
and have any member banks in the district announced any reductions 
in their rates since the reduction in the discount rate was announced ? 

Mr. Hayes. As far as I know, there have been no downward move- 
ments in member bank rates up to the time of the reduction or since, 
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to the best of my knowledge. There have been decreases in some 
market rates. 

The Cuarrman. Like bankers acceptances ? 

Mr. Hayes. Yes; primarily since the move. 

The Cuamman. Mr Johns, would that be your answer ? 

Mr. Jouns. Yes. 

The Cuarmman. Mr. Leach? 

Mr. Leacu. Yes. 

The CHamman. Now, prior to action of last week, what did the 
member banks indicate, if anything, as to the course of their own 
interest rates if a reduction in discount rate were made; was there a 
general sentiment among the member banks for a reduction of the 
discount rate ? 

Mr. Hayes. I don’t think the member banks had any inkling of 
what was coming. 

The Cuarrman. You think it was a complete surprise to all of them 
as well as to ourselves ? 

Mr. Hayes. That is right. 

The Cuarrman. What is the most realistic explanation for the fact 
that the level of interest rates in the commercial banking system 
follows the discount rate? 

Mr. Hayes. I don’t think there is any very close connection. I 
think if you measured the prime rate against the discount rate over a 
period of years you would find a very widely varying spread between 
the two. 

Of course, there is some psychological effect always when you move 
the discount rate—it is a widely known rate—and it also may have some 
effect in their minds because of the cost of borrowing, but I don’t 
think it is—certainly there is no very close and necessary connection. 

The Cuatmrman. During the period of tight money, to what extent 
have small firms increased their reliance for credit on nonbank finance 
firms; similarly, to what extent have member banks increased their 
loans to such nonbank credit sources; and finally, what is expected to 
be the effect on these areas of the actions announced last week ? 

Mr. Hayes. I am not sure I understand the question, Mr. Chairman. 

The Cuamrman. To what extent have small firms increased their 
reliance for credit on nonbank finance firms? 

Mr. Hayes. That I will just have to plead ignorance on. 

The Cuatrman. Mr. Bryan, to what extent, will you state, in your 
district ? 

Mr. Bryan. I would have to plead ignorance too. I have the im- 
pression, sir, that they have relied on trade sources for credit, but on 
finance firms I could not answer, sir. 

The Cuarman. What would be your answer, Mr. Johns? 

Mr. Jouns. I don’t know, Mr. Chairman. I hope the current study 
will throw light on that. 

The CuatrmMan. Mr. Leach? 

Mr. Leacn. I have no information on it. 

The Cuarrman. Now, this current study, that has been made avail- 
able to us in writing; has it not ? 

Mr. Hayes. The current study is under way. 

The Cuarrman. I mean the part that you gentlemen have this after- 
noon, it has been made available? 

Mr. Hit, I would like to ask a question too. 
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When do you expect it to be available ? 

And when it is made available, will you see that the Small Business 
Committee gets a copy ? , 

Mr. Hayes. I think the Board of Governors is handling that and 
will be able to give you a better picture when Mr. Martin appears. 

The Cuarrman. Suppose we ask Mr. Roosa and Mr. Garvy to brief 
us on that now, as to the progress that has been made. 

Mr. Roosa. Yes, sir. a 

Very briefly, the study is in three parts. The first is an attempt 
to put down in one place what is already known and scattered in 
written form and tables through a lot of literature all over the map, 
in part I of the small-business project. We indeed hope to have 
everything completed early in the spring. And we are using for that 
purpose all arms of the System as well as some outside agencies and 
college professors. 

This is a digesting of what could be known if you did not do more 
fieldwork. 

The second main area involves fieldwork with the lenders. 

And the third main area involves new field investigation with the 
borrowers. 

Now, I believe Chairman Martin, if he appears, will be in a much 
better position to give you a full systemwide report, and I can just 
give you the view we have from the New York bank. 

It just happens in the allocation of duties that we in New York 
have taken the leading Pargeewenenny for part 1. And on that we 
are a little better informed than on the other parts. Mr. Garvy, my 
associate, and I are trying to steamroller a lot of studies on a lot of 
fronts to get them ready very soon. 

In part 2, that Mr. Hayes referred to in his opening statement, we 
are doing most of our work at this stage on the commercial banks that 
we know most about, because we are going to learn a lot in terms of 
fieldwork as we go along. And in this current phase we have com- 

leted almost everything we will be doing with the commercial banks. 

n New York our deadline is by Thanksgiving. Then the processing 
of the results begins, and it will then have to be welded into a system- 
wide report. 

Again we would hope it would be available early in the spring. 

Some of the other things are going to take even longer. 

But we do hope to have this much. 

The CHarrman. Well, we will comply with your suggestions and 
ask Mr. Martin about it. He is always a good witness, and he always 
gives us the information we want, and I am sure he will be glad to 
cooperate. 

Now, I will not pursue that last question to all the members of the 
different Federal Reserve banks who are here. You gentlemen have 
favored us greatly by coming here. You came from a distance. We 
appreciate it more than we could tell you. We appreciate your fine 
cooperation. You have been very helpful. You have given us infor- 
mation that we need, and we desire, and we are grateful to you. 

If you would like to make any statement for the record before we 
conclude, why, you have the privilege of doing so now. 


Mr. Hayes? 
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Mr. Hayes. I would like to say that I appreciate very much the 
opportunity to come here and try to answer the questions that have 
been put tous. And as I said in my statement at the opening, we in 
the Federal Reserve System feel that this is an extremely important 
question, the matter of small business, and we hope that the study we 
are making will throw a great deal of light on it. 

The Cuarmman. Mr. Johns, suppose you give us the benefit of your 
final statement. 

Mr. Jouns. Mr. Chairman, I have nothing to add. 

The CuairMAN, Mr. Bryan, what about you’ 

Mr. Bryan. Mr. Chairman, I simply say that I have enjoyed being 
here, and I think that out of the discussions of this sore we will come 
nearer to wisdom than without them. 

The CuarrMan. Mr. Leach? 

Mr. Leacu. I would like to say that I have enjoyed being here very 
much, and to conclude with three sentences, which I think have a bear- 
ing on the situation. 

Credit policy and credit actions affect the general climate in which 
all business, large and small, operate. To the extent that the reduc- 
tion in the discount rate promotes stability in the economy, it will 
benefit everybody, including small-business enterprises. In fact, the 
gains from stability may be more important to small business than to 
larger enterprises who have more resources with which to weather 
recessions. 

The CHairman. Would any member like to ask any question or 
make any suggestions ¢ 

Mr. Huu. Mr. Chairman, I would just like to say that I go along 
with these gentlemen. It has been very informative, and the spirit 
of this meeting has been good. I hope that we will go just a little 
further and work out something for small-business firms. I think 
that the operation of both large and small firms is a very important 
phase of keeping our American economy alive. 

The CuHairman. Thank you, Mr. Hill. 

Does anyone else have anything to say before we adjourn ? 

Mr. Brown. Could I just add one statement there ? 

In thinking about small business, sometimes I think we lump them 
all together instead of different shading between small manufacturers 
and small retailers, for example. And one trend, I notice, particu- 
larly in our Missouri area, is this pressure that keeps going in both 
directions from the manufacturers, for instance, manufacturers push- 
ing down on the price of their raw materials and pushing and squeez- 
ing the retailer and wholesaler margins. 

Until those retailers and wholesalers have a climate in which they 
can make a decent profit, the automobile business, for example, farm- 
ing, and other situations, the constant pressure at both ends, credit 
is not going to be the answer to their problem necessarily. They are 
going to have to have a better climate for an opportunity for profit, 
or they are going to fall by the wayside. 

Am I alone in that feeling? Do you detect that in your districts, 
gentlemen, that retailers are being squeezed these days? 

Mr. Hayes. I am not sufficiently well informed on that to confirm 
it or otherwise. 

Mr. Brown. Mr. Johns, do you have any report from member banks 
in Missouri to that effect 
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Mr. Jouns. We hear occasional and infrequent talk about the pres- 
sure on profits as the result of rising costs. It is undeniably true in 
some cases. 

Mr. Brown. Thank you, Mr. Chairman. 

The Cuarrman. Well, we thank you gentlemen, presidents of the 
four very important Federal Reserve banks, for your attendance and 
your fine cooperation. 

We will stand in recess until 10 o’clock tomorrow morning, to meet 
in room 1301; the Banking and Currency Committee, of the New House 
Office Building, to continue our study on the finance problems. 

(Whereupon, at 4:30 p. m., the committee was adjourned, to recon- 
vene at 10 a. m., Wednesday, November 20, 1957.) 
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WEDNESDAY, NOVEMBER 20, 1957 


House or REPRESENTATIVES, 
Setect Commirrese To Conpuct a Stupy AND 
INVESTIGATION OF THE PROBLEMS OF SMALL BusINEss, 
Washington, D.C. 

The committee met, pursuant to recess, at 10 a. m., in room 1301, 
House Office Building, Hon. Wright Patman (chairman), presiding. 

Present: Representatives Patman, Evins, Multer, Yates, Steed, 
Brown, Hill, Riehlman, Seely-Brown, McCulloch, and Hosmer. 

Also present: Bryan H. Jacques, staff director ; Everette MacIntyre, 
general counsel; Wm. Summers Johnson, chief economist; Irving 
Maness, assistant counsel; Clarence D. Everett, investigator, and 
Victor P. Dalmas, adviser to the minority. 

The CHarrman. The committee will please come to order. 

The House Small Business Committee will hold hearings today on 
the problems of small-business financing. We have scheduled hear- 
ings for 3 days—today and November 21 and 22—on this subject. 
It is anticipated that the hearings will be resumed and concluded 

- shortly after Congress convenes in 1958. 

At the time the House Small Business Committee was established 
in January of this year, we promised that we would study this prob- 
lem. Later, when we announced our program on March 12, we stated 
our determination to proceed with this matter. At that time, we 
stated that “We want to determine if possible how well private insti- 
tutions are serving small business.” 

The studies made regarding the financing of smal] business have pro- 
duced conflicting statements about the matter. Some of the spokes- 
men for certain banking interests have expressed the view that small 
business financing is adequate and that nothing need be done by the 
Federal Government for small business in the area of financing. 

Other persons in and out of Government, who appear to be well 
informed, dispute that. They contend that smali-business financing is 
not adequately cared for at present by existing private financial in- 
stitutions. Some of them urge that additional facilities be provided 
for financing small business. 

Spokesmen for small-business concerns say that small business faces 
difficulties when efforts are made to establish or extend lines of credit 
for improvement and expansion of business operations. It is as- 
serted that in most situations insurmountable difficulties are faced 
when efforts are made to secure financing for small business for the 
purpose of expanding production facilities and for research. 
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A number of surveys have been made regarding this problem. The 
results of some appear to support the contentions that small businesses 
face difficulties in securing adequate financing. 

In the spring of 1956, Standard Factors, Inc., of New York, made 
a private survey to determine what the impact of the credit restraints 
on small borrowers had been. This organization found that the 
effects had been discriminatory against small business. Its survey 
covered some 127 banks and 727 manufacturing firms in 33 industries. 
It showed that in March of 1955, before the first boost in the discount 
rate was made, 89 percent of the companies surveyed were regular 
borrowers from the commercial banks. Just 1 year and 5 rate in- 
creases later, only 53 percent of the firms had lines of bank credit. 
Furthermore, it was the smaller firms that had been cut off. 

Of the smallest group of firms surveyed, 53 percent had a line of 
credit with the commercial banks in March of 1955, but in March a 
year later, only 18 percent of these firms had a line of bank credit. 
These were firms having a net worth between $5,000 and $25,000. 
At the other end of the scale, 99 percent of the biggest firms had a line 
of bank credit in March of 1955, and in March of 1956, 99 percent of 
these firms still had a line of bank credit. These were firms having a 
net worth of more than $214 million. 

The direct relationship between the impact of the credit squeeze and 
the size of the borrower, as reported by Standard Factors, Inc., is 
shown in the table below : 


Percent of 727 manufacturing companies having a line of bank credit, March 
1955 and March 1956, by size of company 
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Source: Standard Factors, Inc. 


The CuatrMan. Small-business concerns in ever increasing numbers 
are turning to the Small Business Administration for financial assist- 
ance to small business. That agency is stepping wp its activity in ex- 
tending financial] assistance to small business. However, a substan- 
tial percentage of small-business concerns applying to SBA for assist- 
ance do not receive it. The SBA reports that the assistance is denied 
in numerous instances because, among other factors, the applying 
small-business concern does not have available to it adequate capital. 

The foregoing facts do not appear to square with the contentions 
we have heard from the banking community to the effect that small- 
business financing is adequate. Someone or something is wrong; we 
don’t know who or what. What we want to do is to find out just what 
the problem is and see if we can’t make some constructive suggestions. 
In that connection, we will want to take into account suggestions and 
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proposals which have been made for legislation to make more readily 
available capital needed for the financing of small business. 

Our study of this problem will be directed to getting at the facts 
about the financing of small business. We want to probe all relevant 
factors. If it is, as has been contended, that small business is facing 
difficulties in securing adequate financing, we will want to report not 
only that fact but the underlying causes of any such difficulties and 
the prospective useful, appropriate remedy for removing the difli- 
culties. 

Small-business difficulties in securing adequate financing may be in 
art the result of the relative weakening of the local banks. It may 
e due to the shift in the places where savings are held, particularly 

from the local small banks to the great pools of savings held by the 
insurance companies and to the large commercial banks in the large 
cities. 

As we know, the insurance companies make their savings widely 
available for some types of financing. For a number of years they 
have made mortgage loans on homes and farms and have agents in the 
smallest and the most remote villages in the country to make avail- 
able such financing to those who need it. They do not, however, seem 
to have much machinery for making finances available to business in 
the local towns and communities, 

In contrast, we have noted that the large commercial banks and the 
large insurance companies have found ways and justification for 
financing many big-business enterprises in the large cities. Some 
of that financing has been done on unsecured notes and on a long-term 
basis. Some of it partakes of venture financing. Those who succeed 
in securing such financing have indulged in great business expansion. 

Business expansion by the largest firms has involved the establish- 
ment of new production facilities and the acquisition of facilities from 
many small firms who previously were competitors of the larger ones. 
Thus, we have seen large new factories put into production by the large 
firms, the establishment of great shopping centers directed by the 
large firms and the operation of chains of large supermarkets, with 
ample lines of credit and other financing for the conduct of business 
transactions which have assumed tremendous proportions. 

While the growth of the larger concerns is taking place through such 
expansion, the small and independent concerns disappear. We know 
that mergers with the larger concerns and the business failures of the 
small concerns account for some of the disappearances of small busi- 
nesses. For example, we are now in the midst of one of the greatest 
merger movements in history and small-business concerns are disap- 
pearing at a rapid rate due to rising business failures. 

Dun’s review for November 1957 provides us with up-to-date in- 
formation about business failures for 1957. It pointed out that: 

Business failures * * * in September, exceeded those of any September since 
1933. Numbering 1,071, they were 15 percent heavier than in September of 
1956, the sharpest rise over year ago levels since last April. In the first 9 months 


of 1957, a total of 10,364 businesses failed—9 percent more than in the first 3 
quarters of 1956. 

The failure rate, seasonally adjusted in Dun’s Failure Index, continued up- 
ward to a new postwar high of 59 per 10,000 concerns listed in the Dun & Brad- 
street Reference Book. In September 1956, casualties were occurring at the 
rate of 51 per 10,000. In prewar September 1940, however, the rate was more 
severe—65 per 10,000 listed enterprises. 

98956—57—pt. 1—_—_4 
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Many of the 1940 and 1941 failures were “war casualties” in the 
conversion to a war economy. 

The Small Business Administration in its eighth semiannual report, 
in referring to this situation, states: 

The number of business failures in 1957 apparently will be higher than in 
any year since prewar year 1939, when 14,768 business concerns failed. 

Perhaps those statistics recording business failures are more mean- 
ingful to statisticians and economists than they are to the average 
man in the street. However, other figures have just come to my atten- 
tion which, I am sure, reflect facts and conditions quite meaningful 
to the average man on Main Street. They are the statistics regarding 
the vacant buildings which housed stores and shops. 

The National Association of Real Estate Boards has just com- 
pleted a survey regarding vacancy rates in retail business units as 
of the spring of 1957, The report on that survey contains information 
which shou disturb all of us. It shows that for this year the vacancy 
rate is 6 percent or more in 10 percent of all business communities. 
Last year that high rate was prevalent in only two-thirds as many 
business communities. The report also shows that for this year the 
vacancy rate of 3 to 5 percent for retail business units is prevalent 
in 33 percent of all business communities. Last year that rate was 
prevalent in only 19 percent of the business communities. 

Do these conditions and statistics reflect what are said to be difficul- 
ties faced by small-business men in their efforts to secure adequate 
financing? We will want to know the answer to that question. 

We will want to know whether such difficulties as are faced by 
small-business concerns in their efforts to secure adequate financing 
contribute to the current merger movement and consequent concen- 
tration of American industry into the hands of a few powerful firms. 

The facts regarding the growing concentration of American in- 
dustry into the hands of fewer and fewer large concerns are well 
known. I am referring to the statistics which have been compiled 
on that subject. For example, it has been shown that on June 30, 
1951, 47 percent of all of the assets of all manufacturing corporations 
in the United States were in the hands of a few corporations each 
having more than $100 million of assets. On June 1, 1956, 59 percent 
of all such assets were in the hands of the few corporations of this 
size. 

It may be that some of the small- and medium-size firms are hav- 
ing difficulties in securing adequate financing because the ties between 
the financial institutions and big industrial corporations are too close. 
We are looking into this. We are determining the nature and the 
extent to which the big banks, big insurance companies, and big 
industrial corporations are connected through interlocking directo- 
rates or other means, We are doing that simply to get the facts. We 
have taken no position that the facts do or will show anything sin- 
ister or unlawful. When all of the facts are in, our committee will 
weigh them, reach conclusions thereon, and report to the House with 
recommendations as provided for in the resolution which created this 
committee. 

Mr. Hill, would you like to make a statement ? 

Mr. Hirx. No, Mr. Patman, not at this time. 
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The CuHairman. Would any other member of the committee like to 
make a statement before we proceed with our witnesses ¢ 

If not, we will call our first witness. We have statements here. 
We had invited Senator Sparkman to appear and also Senator 
Clark. Senator Sparkman is chairman of the Small Business Com- 
mittee of the Senate, and Senator Clark is chairman of the Small 
Business Subcommittee of the Banking and Currency Committee of 
the Senate. 

These gentlemen are unable to appear because they are out of the 
country. They appreciated the invitation and each of them prepared 
a statement to be inserted in the record. I have read the statements 
and they are correct on the questions we are discussing. 

Without objection, we will put the statements in the record. 

(The statements by Senators John Sparkman, of Alabama, and 
Joseph S. Clark, of Pennsylvania, are as follows :) 


STATEMENT OF SENATOR JOHN SPARKMAN, OF ALABAMA 


Mr. Chairman and members of the committee, I want to thank you for invit- 
ing me to testify at this hearing you are holding on the financing problems of 
small business. As chairman of the Senate Small Business Committee, this is 
a subject which has been of great interest and concern to me. And I am con- 
vinced from my study of this subject and from conversations and correspond- 
ence with literally thousands of small-business men that this is a very real and 
pressing problem which must be met. 

It is my firm opinion, Mr. Chairman, that Congress must act to help fill the 
financial gap which is working such a hardship upon small business. For 
more than 20 years economists and financial experts have been making studies 
and reports showing beyond question of a doubt that small business needs finan- 
cial assistance if it is to compete on a basis of equality with large concerns 
which have more ready access to the money market. 

One of the first such studies was made in 1934 by the Commerce Department 
which conducted a nationwide survey of the financial conditions of 6,158 manu- 
facturers employing between 21 and 250 employees.’ 

The most striking finding of this survey was that long-term funds could not 
be obtained from any source by 47.2 percent of all the manufacturers which re- 
ported sources of capital funds. Of the nearly 2,000 firms reporting credit dif- 
ficulty, 42 percent reported ratios of current assets to current liabilities of 2.0 or 
more, which is considered an indication of a sound financial condition. Those 
with ratios of 2.0 or better were examined for Dun & Bradstreet rating and 38 
percent of them were rated high; 26 percent, good. In other words, 64 per- 
cent of these firms might be considered as acceptable credit risks on the basis of 
their reported financial condition and credit worthiness. 

In 1938, a committee of the Business Advisory Council for the Department of 
Commerce made another study of small-business financing problems. It was 
found in a special study of 600 firms with relatively high commercial ratings, 
that 40 percent had no source whatever of long-term credit and 45 percent 
indicated difficulty in obtaining funds for working capital purposes. 

The difficulty in obtaining financing as shown in these two studies cannot be 
dismissed on the grounds that the Nation was then in a depression era. More 
recent studies indicate that the situation has not improved and that there still 
existS a serious gap in small-business financing. 

Mr. Roy Foulke, of Dun & Bradstreet, who made a long study of the capital 
and credit position of small business, told the Senate Small Business Committee 
back in 1943 that “under the existing setup of our economic structure we find no 
organized source or sources to provide long-term money or permanent capital to 
intermediate-sized concerns.” ? 

Dr. A. D. H. Kaplan, who is recognized as an authority in the field of small 
business, told the Joint Economic Committee in 1949: 


1U. S. Department of Commerce, Survey of Reports of Credit and Capital Difficulties 
Submitted by Small Manufacturers, 1935. 

2Small Business: Access to Capital, U. S. Senate Small Business Committee, Senate 
Print No. 15, 1943, p. 19. 
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“T have come to the strong conviction that there is a substantial core of small- 
scale enterprise—mainly in the area representing 5 to 100 employees per firm— 
for which there is a genuine lack of an orderly channel of financing designed to 
meet the requirements. The lack is not in short-term financing through current 
bank loans or current merchandise credit. It is in the creation of equity capital 
for small enterprise—not only for launching new businesses, but for expansion 
of enterprises ready for further development, and for putting seasoned enter- 
prises on a stronger base of fixed and working capital.” 

The Committee for Economic Development in 1947 reported: “One of the 
fundamental needs of small and medium-sized business is more adequate 
financing. More long-term credit is needed relative to short-term. * * * More 
ownership funds are needed relative to borrowed funds.” * 

Even the cautious Board of Governors of the Federal Reserve System in a staff 
report to the Senate Small Business Committee in 1952 stated: “On balance, it is 
probably fair to say that the availability of long-term debt and equity capital 
to small business has tended to diminish somewhat over the past 2 or 3 decades.” ‘ 

In June of this year the Subcommittee on Small Business of the Senate Bank- 
ing and Currency Committee held hearings on several bills proposing financial 
aid to small business. From the testimony which we received it appears evident 
that the problem is, if anything, becoming more pressing. Permit me to once 
again quote Dr. Kaplan who told us: “Neither our commercial-banking nor regu- 
lar investment-banking system has been able or willing to deal constructively 
with the long-term and equity-financing problems of the small enterprise.” * 

There are several reasons, Mr. Chairman, for the growing financial needs of 
many small-business firms. One major reason, of course, is that with the growth 
of the large cities and a more complex society the traditional type of individual 
investment in a new enterprise on the basis of personal confidence in a friend or 
relation has slowly vanished. Today obtaining funds is normally highly 
impersonal. 

Also to be considered is the fact that it takes a much larger sum to operate a 
small business today than it did a few decades ago and most individual investors 
are not in a position to furnish the necessary funds, 

Even more important is the tremendous tax burden which came about as a 
result of World War II and which has continued due to the cold war. The high 
tax levy on small firms has made it difficult in many cases for them to plow 
back into the business a very large sum of money. In the days of low taxes 
many businessmen could meet their financial needs by increasing equity funds 
from within the business. 

I would like to briefiy discuss two bills, Mr. Chairman, which I have intro- 
duced and which would help ease the financial problems of small business. 

The first of these two bills is S. 2160—the National Investment Company Act 
of 1957. This bill provides for the establishment of privately owned and operated 
investment companies which would lend and invest money to small-business 
enterprises. This proposal seeks to meet the need of small business for long- 
term debt and equity capital—the No. 1 problem. In brief, the bill provides as 
follows: 

Such investment companies could be formed by five or more persons subject 
to approval of the articles of incorporation by the Board of Governors of the 
Federal Reserve System. Federal Reserve banks could also form investment 
companies by themselves or with other persons. State development corpora- 
tions would be eligible to apply to the Board to be chartered as national invest- 
ment companies, and upon meeting the requirements as set forth in the act and 
upon approval by the Board such corporations would become national investment 
companies. 

No investment company could transact business until it had obtained approval 
from the Board and until such company had a paid-in capital and surplus 
of at least $5 million. Federal Reserve banks could not invest more than 4 per- 
cent of the combined capital and surplus of its member banks. Member banks 
of the Federal Reserve could not invest more than 4 percent of their capital and 
surplus. Stockholders, other than Federal Reserve banks, could not hold more 


3 Meeting the Special Problems of Small Business, the ~~ and Policy Committee 
of the Committee for Economic Development, June 1947, 80. 

*The Cost and Availability of a, Cy Capital to ‘Small Business, Senate Small 
Business Committee, October 30, 1952. P. 

—" Needs of Small Business, U. S henkke Banking and Currency Committee, 1957, 
p. 
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than 10 percent of the outstanding shares in an investment company without 
approval of the Board. The Board could also limit the aggregate amount of 
shares in investment companies owned by any stockholder. Federal Reserve 
banks would be required to sell shares which they held in an investment com- 
pany upon the demand of any eligible purchaser—such sale would be subject to 
the Board’s approval. 

Investment companies would be authorized to borrow money under conditions 
and limitations set by the Board. 

Such companies could make loans with or without security and also invest in 
securities offered by eligible small-business firms. 

The Board would set forth standards to determine what enterprises would be 
considered as small business for the purposes of this act. 

Because of the risks involved in such undertaking, investment companies estab- 
lished under this act would be given certain tax advantages not available to 
ordinary corporations. Such investment companies would be exempt from the 
payment of taxes on dividends distributed to their stockholders. They could 
retain and accumulate a substantial fund of earnings designated in the act as a 
national investment company reserve not to exceed 50 percent of a company’s 
invested capital. Deposits in the reserve up to 20 percent of the company’s in- 
vested capital would be treated as a tax reduction. Further amounts in the 
reserve qualify for the dividends-received tax credit of 85 percent, provided the 
company actually had dividend income from domestic corporations equal to the 
amount so deposited. Any other funds in the Reserve would be subject to the 
usual tax. 

This, in brief, sumarizes the bill’s provisions. This is not a new or original 
proposal on my part. As a matter of fact, Adolph Berle, Jr., in hearings before 
the Temporary National Economic Committee in 1939 proposed capital-credit 
banking as a supplement to the existing banking structure. Justice William O. 
Douglas, as Chairman of the Securities and Exchange Commission made a simi- 
lar proposal that same year in testifying before the Senate Banking and Cur- 
rency Committee. 

The national investment companies proposed in my bill would fill the gap in our 
financial structure. And I wish to emphasize that such companies would be 
privately owned and operated. No one can say this is another atempt to have 
the Federal Government take over. This proposal has been endorsed by the 
various small-business organizations, by the Committee for Economic Develop- 
ment and, in the past, by the Chairman of the Federal Reserve Board. I must 
state to make the record complete that the present administration has gone on 
record as being opposed to the bill although it has given not one single reason 
for such opposition. I am happy to be able to state that the bill was enthusi- 
astically supported by the prior administration. 

My other bill, S. 720, is titled the “Small Business Credit Act of 1957.” Its 
purpose is to encourage banks to make short-term and intermediate-term loans to 
small business by insuring such loans in much the same manner as under the 
FHA housing program. The insurance program would be administered by the 
Small Business Administration. Loans would be limited to 5 years. The maxi- 
mum yearly insurance premium to be paid by the borrower would be 144 percent. 
This, however, is only a rough maximum estimate and actual experience may 
show that a much lower premium is adequate to cover any losses suffered by the 
lenders. Insured loans could not exceed $250,000 and in the case of losses, the 
lender would be paid 90 percent of the unpaid balance. The uninsured 10 per- 
cent should serve to maintain the customary prudence of the commercial banking 
system. 

I have stated earlier that the primary need of small business is for long-term 
debt and equity capital. Nevertheless, it cannot be denied that many small 
business firms still find it difficult to obtain short-term credit, especially in a period 
of tight money such as we are experiencing. This loan insurance bill is an 
attempt to encourage lenders to make more loans to small business. It is 
argued by some that such a loan-insurance proposal is not sound and has no 
place in our banking system. I remember only too well, however, that similar 
arguments were made when we in Congress considered the FHA home-loan 
program and the GI-loan program. Yet, today few would deny that without 
these loan-insurance programs we could not have built the number of houses 
which we have. 

Before closing, Mr. Chairman, I would like to comment on the study which 
the Federal Reserve Board of Governors has recently undertaken on the 
financing needs of small business. I understand that this study will not be 
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completed until some time in 1959. While I am pleased to see the Federal 
Reserve finally undertake such a study, I do not feel that Congress should 
delay action on this important issue until the Board’s findings are made. 
Their study should not serve as a convenient excuse for the Congress to pro- 
crastinate. We already have stood still too long, in my opinion. The record 
of accomplishment by the Congress in this field is not one in which we can 
take any pride. Despite all the talking and studies and reports, little of a 
positive nature has been accomplished. The Small Business Administration, 
through its loan program, has been of assistance to many small businesses, 
but its actual effect has been relatively inconsequential. The total number 
of loans approved by SBA from October 1953 through June 1957 was only 7,096. 
The serious gap in our financial structure still remains and I do not believe 
that the Government alone can adequately fill it. Unless the Congress does 
take effective action, Mr. Chairman, I do not see how small business can 
maintain its competitive position and remain a healthy economic force in 
America. 

Again, may I say how much I appreciate this opportunity to appear before 
your committee to discuss this very vital issue. feel certain that these 
hearings will prove of value in generating ainekt for legislation that will 


provide the financial assistance small business so desperately needs today. 


STATEMENT By SENATOR JOSEPH 8S. CLARK, OF PENNSYLVANIA 


Mr. Chairman and members of the committee, the study of the financing prob- 
lems of small business, now being undertaken by the Select Committee on Small 
Business of the House of Representatives, is particularly timely, for I am confi- 
dent that the Senate will pass significant legislation in this field during the next 
session. It is gratifying that your committee is likewise concerned about the 
credit and capital shortages facing small-business men all over the country. 

The Small Business Subcommittee of the Senate Banking and Currency Com- 
mittee held extensive hearings last June on the specific problems about which 
your committee is now concerned—the financing problems of small-business men, 
struggling to survive and expand in an economy dominated by industrial giants. 
Those hearings reaffirmed my conviction that something must be done to alter 
the circumstances under which smaller businesses frequently find credit and 
capital impossible to obtain although they are readily available to large busi- 
nesses. Unless these circumstances are altered in some constructive way, the 
trend is inexorably toward the big firms becoming even bigger and the small 
firms disappearing from the economic scene. 

The informed and experienced witnesses who appeared before us last June 
discussed what appear to be three distinct but related problems. First is the 
problem of short-term credit—covering needs up to terms of 5 years. Second 
is the problem of intermediate- and long-term credit—covering needs of over 
5 years and up to 20 or 30 years. And, third, is the problem of supplying needs 
for true capital, or equity, investment in small and new businesses. In each 
category, furthermore, the problem has two aspects: the availability of the 
particular type of credit or capital needed, and the price at which it may be 
available. I was shocked to learn that even short-term credit to established and 
successful small-business firms was frequently available only at rates of interest 
of 10 percent and higher ; and that equity for justifiable and profitable expansion 
might require up to 20 percent of the yield as the price for floating the stock 
issue. Under such circumstances, it is not surprising that more and more small 
firms are closing their doors or are merging with larger firms—thereby reducing 
the competitive vigor of our economy. 

The first of these financing problems—short-term credit—is perhaps the one 
which our existing institutions are best equipped to solve. Our system of com- 
merical banks are the backbone of short-term business credit. The problem 
here seems to be not so much one of form as one of volume of credit, and 
priorities in lending occasioned by a tight-money policy. Short-term credit 
institutions are in being and in vigorous health. But when credit of all kinds 
is in generally short supply, it is easy and perhaps natural for a commercial 
banker to cut back on credit to small firms and less conservative credit risks 
in favor of firms which are larger and therefore, in theory, more desirable risks. 
These circumstances force the small-business man to shop from bank to bank, 
thereby increasing his costs of operations, and in many cases to rely on the 
Small Business Administration as the bank of last resort. This is indeed small 
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comfort, because funds available to the SBA are woefully inadequate to meet 
the legitimate short-term credit needs of small business. Nevertheless, short- 
term credit remains a comparatively minor problem which can be substantially 
remedied by enlarging the lending resources of the SBA and by public spirited 
action of commercial bankers themselves. 

A more difficult problem is to satisfy the needs of small businesses for inter- 
mediate and long-term credit. It is an everyday occurrence to read of a big 
corporation obtaining millions of dollars through long-term debentures eagerly 
sought after by long-term investors of all kinds. But it is almost impossible for 
the small manufacturer to expand his plant or modernize his equipment by long- 
term borrowing—no matter what price he may be willing and able to pay. It 
is true that some limited amounts are available in 10-year loans through the 
Small Business Administration—and perhaps from other sources—but there is 
simply no active market upon which the small-business man can depend in his 
search for intermediate and long-term credit. 

The facilities of investment bankers, from which sources businesses should 
expect to satisfy this need, are apparently ill adapted to providing relatively 
small quantities of credit or for serving the great majority of small-business 
men. This intermediate- and long-term credit problems seem to be one of form— 
one which existing institutions are not equipped to solve. There may be several 
solutions—some of which have been and will be considered by the Senate Com- 
mittee on Banking and Currency. 

It would be helpful, for instance, if the Small Business Act were amended to 
permit 20-year business loans as a normal practice. Our committee also has a 
proposal to permit the SBA to make insured business loans comparable to the 
insured mortgage loan program of the Federal Housing Administration. Per- 
haps the boldest idea contemplates the establishment of national investment 
companies under supervision of the Federal Reserve System. Another con- 
templates Federal loans to State development credit corporations in amounts to 
match capital raised locally—the total resources then to be used for both loans 
and equity investment. Other proposals would authorize Federal grants and 
loans for research and technical assistance to small firms, and for revitalizing 
the many economically depressed areas in the Nation. I can say quite frankly 
that [ am in sympathy with all these proposals—in fact, I am a cosponsor of 
some of them. 

I am hopeful that your committee will explore the needs in this respect and 
obtain constructive suggestions for meeting these needs. Certainly, some way 
ean be found to provide reasonable quantities of intermediate- and long-term 
credit at reasonable prices for the small and new firms which so desperately 
need it. 

The third financing problem—the unavailability of true equity capital—is 
perhaps the most complex. I am fearful of the prospect that capital accumula- 
tion in this country is becoming more and more concentrated into the hands 
of fewer and fewer individuals and corporations. This tendency impresses me 
as a real threat to the social, economic, and political institutions which have 
made our Nation strong. In a nutshell, the equity problem of small business is 
the struggle against overconcentration of capital. 

Perhaps the most interesting and provocative testimony during our hear- 
ings last June was given on this subject of equity capital for small and new 
businesses. Practically all witnesses agreed (1) that taxes make it almost im- 
possible to accumulate capital out of the earnings of a small business, (2) that 
it is useless to rely on the securities markets for raising modest but essential 
quantities of capital, (3) that commercial banks are no longer the source of 
venture capital that they once were, (4) that the family friends and Aunt 
Minnies of yesteryear can no longer supply capital as they once could, and (5) 
that something must be done about it. 

One perplexing aspect of this problem is the reluctance of the small-business 
man to share ownership in a business which may represent his life’s work. 
This is an understandable reluctance, but a very real handicap. In many cases, 
more equity may be vital to survival and expansion of the business, but acquisi- 
tion of equity capital may involve partial or complete loss of control of the busi- 
ness. This can be a most difficult choice for the small-business man. 

It has been suggested that one way to solve this problem is to develop a source 
of quasi-equity loans for small businesses under which the lender shares in 
business profits while the capital is being used, but the lender does not acquire a 
management interest in the business. Several existing State development credit 
corporations now have authority to lend on this basis, and proposed legisla- 
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tion to establish national investment companies also has this feature. This is a 
problem which deserves the careful attention of your committee, and I hope 
that it can be explored more fully with your expert witnesses. 

Now, Mr. Chairman, I want to emphasize a matter which may appear to be 
off the main theme of your study but which is in fact of great importance in any 
consideration of the problem of financing small businesses. This is the matter 
of taxation. We all know that the best and most satisfying way to finance growth 
and expansion of small businesses is out of retained earnings. But existing 
rates of taxation, particularly at the Federal level, make this method extremely 
difficult if not impossible. While there are many ways in which Federal tax 
laws could be changed to balance their impact upon businesses of various sizes, 
I would suggest two changes directly pertinent to the financing problems of small 
businesses. 

The first change concerns the rate schedule of the Federal corporate income 
tax. This tax takes 30 percent of all taxable income and another 22 percent of 
income in excess of $25,000. Thus, the first step in this graduated tax system 
is steeper than the second—which seems to me to be backward. I would like to 
see the lower portions of income taxed at the lower rate, with adjustments in the 
upper bracket or brackets of the graduated scale as may be necessary to avoid 
loss of Federal revenue. This would help to equalize the competitive dis- 
advantages of small and low-income corporations. 

The second change would require recognition in Federal tax policy that ex- 
pansion of small businesses through retained earnings is, in the long run, the 
best way to enlarge the tax base and ultimately to increase Federal revenue. 
Federal income-tax law should be revised to exempt some portion of business 
income, if this income is plowed back into the business. Such a change would 
be the salvation of many new and growing businesses and would automatically 
solve some of our most vexing financing problems. Credit of all kinds is neces- 
sary, but loans can never take the place of earnings as a source for business 
expansion. 

Mr. Chairman, there is no longer any question about what must be done—the 
Congress must open up channels of credit and capital to which small-business men 
have easy access, and we must reduce their tax burden relative to that of larger 
businesses. The only question is how to do these things—and the overriding 
consideration is that something must be done soon. The Congress must act to 
stem the tide of small-business failures and the wave of mergers by which small 
firms are disappearing daily. I am confident that your committee sees this as 
clearly as I do, and that your study and deliberations will produce recommenda- 
tions responsive to the need and worthy of ready acceptance by the Congress. 
I assure you that we in the Senate, who fear the consequences of economic con- 
eentration, will be eager to support recommendations designed to solve the 
financing problems of small businesses. 


The Cuarrman. Now, what is the next question ? 

Mr. Morrer. Mr. Chairman, would it not be well to also put in the 
record the Sparkman: -Clark-Hill bill, S. 2160, which is referred to in 
those statements ? 

The CuatrMan. That is a good suggestion. 

Without objection, the bill S S. 2160 will be inserted at this point in 


the record. 
{S. 2160, 85th Cong., 1st sess.] 


A BILL To make capital more readily available for financing smal] business and thus to 
promote, foster, and develop the domestic and foreign commerce of the United States, 
and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 


of America in Congress assembled, 
TITLE 


Section 1. This Act may be cited as the “National Investment Company Act 
of 1957.” 
DECLARATION OF POLICY 


Sec. 2. It is the policy of the Congress— 
(a) to foster the development and growth of independent small-business 
enterprises with the objective of enabling them to make their maximum 
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contribution to productive investment and employment and to the economic 
stability and growth of the Nation; 

(b) to make capital for such enterprises more readily available in adequate 
amounts and on reasonable terms ; 

(ec) to facilitate maximum participation of private financial institutions 
and investors in financing these enterprises ; and 

(d) to supplement the existing facilities of banks and other private 
financial institutions by providing for the establishment of privately owned 
national investment companies. 


TITLE I—NATIONAL INVESTMENT COMPANIES 
ORGANIZATION OF NATIONAL INVESTMENT COMPANIES 


Sec. 101. (a) National investment companies may be formed for the purpose 
of operating under this Act by any number of persons not less than five, who 
shall subscribe to the articles of incorporation of any such company; except 
that in the case of any company in whose stock one or more Federal Reserve 
banks invest, the Federal Reserve bank or banks may alone subscribe to the 
articles of incorporation. The total number of national investment companies 
formed by Federal Reserve banks pursuant thereto shall not exceed one in each 
of the several States, the District of Columbia, the several Territories and the 
several possessions of the United States, and the Commonwealth of Puerto Rico. 

(b) The articles of incorporation of any national investment company shall 
specify in general terms the objects for which the company is formed, the name 
assumed by such company, the area or areas where its operations are to be 
earried on, the place where its principal office is to be located, and the amount 
and classes of its shares of capital stock ; and the articles may contain any other 
provisions not inconsistent with this Act that the company see fit to adopt for 
the regulation of its business and the conduct of its affairs, including provision 
for cumulative voting in election of directors. Such articles and any amendments 
thereto adopted from time to time shall be subject to the approval of the Board 
of Governors of the Federal Reserve System (hereinafter called the “Board” ). 

(c) The articles of incorporation and amendments thereto shall be forwarded 
to the Board for consideration and approval or disapproval. In determining 
whether to approve the establishment of such a company and its proposed articles 
of incorporation, the Board shall give due regard, among other things, to the 
need for the financing of independent small-business enterprises in the area in 
which the proposed company is to commence business, the general character of 
the proposed management of the company, the number of such companies pre- 
viously organized in the United States, and the volume of their operations. After 
consideration of all relevant factors, the Board may in its discretion approve 
the articles of incorporation and issue a permit to begin business. 

(d) Upon issuance of such permit, the company shall become and be a body 
corporate, and as such, and in the name designated in its articles, shall have 
power— 

(1) to adopt and use a corporate seal ; 

(2) to have succession for a period of thirty years, unless extended as 
provided in section 110 (g), or unless sooner dissolved by the act of the 
shareholders owning two-thirds of the stock or by an Act of Congress, or 
unless its franchise become forfeited by some violation of law or regulation 
issued hereunder ; 

(3) to make contracts; 

(4) to sue and be sued, complain, and defend in any court of law or 
equity ; 

(5) by its board of directors, to appoint such officers and employees as 
may be deemed proper, define their authority and duties, fix their compen- 
sation, require bonds of such of them as it deems advisable and fix the 
penalty thereof, dismiss such officers or employees, or any thereof, at 
pleasure and appoint others to fill their places ; 

(6) to adopt bylaws regulating the manner in which its stock shall be 
transferred, its officers and employees appointed, its property transferred, 
and the privileges granted to it by law exercised and enjoyed; 

‘i (7) to establish branch offices or agencies subject to the approval of the 
oard ; 
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(8) to acquire, hold, operate, and dispose of any property (real, personal, 
or mixed) whenever necessary or appropriate to the carrying out of its 
lawful functions; 

(9) to act as depository or fiscal agent of the United States when so 
designated by the Secretary of the Treasury; 

(10) to operate in such area or areas as may be specified in its articles 
of incorporation and approved by the Board; and 

(11) to exercise the other powers set forth in this Act and such incidental 
powers as may be reasonably necessary to carry on the business for which 
the company is established. 

(e) The board of directors of each national investment company shall consist 
of nine members all of whom shall be elected annually by the holders of the 
shares of stock of the company. 


CONVERSION OF STATE DEVELOPMENT CORPORATIONS 


Sec. 102. (a) Any State development corporation incorporated by special law 
of any State or organized under the general laws of any State may, by the vote 
of the shareholders owning not less than 51 percent of the capital stock of such 
corporation, with the approval of the Board, be converted into a national in- 
vestment company under this Act. For a period of six months following enact- 
ment of this Act, or for such longer period as the Board may determine, no Fed- 
eral Reserve bank or banks shall form a national investment company, except by 
such conversion, in any State, Territory, possession, the Commonwealth of 
Puerto Rico, or the District of Columbia in which a State development corpora- 
tion is in being as of the date of enactment of this Act, unless such development 
corporation shall have stated in writing to the Board that such corporation does 
not intend to convert into a national investment company as herein provided. 

(b) In such case the articles of association and organization certificate may be 
executed by a majority of the directors of the corporation, and the certificate shall 
declare that the owners of 51 per centum of the capital stock have authorized the 
directors to make such certificate and to change or convert the corporation into a 
national investment company. A majority of the directors, after executing the 
articles of association and the organization certificate, shall have power to exe- 
cute all other papers and to do whatever may be required to make its organiza- 
tion perfect and complete as a national investment company. The shares of any 
such corporation may continue to be for the same amount each as they were 
before the conversion, and the directors, regardless of number, may continue to 
be directors of the corporation until the election of the board of directors is 
held in accordance with section 101 (e). 

(c) When the Board has given to such corporation a certificate that the 
provisions of this Act have been complied with, such corporation, and all its 
stockholders, owners, and employees, shall have the same powers and privileges 
and shall be subject to the same duties, liabilities, and regulations, in all respects, 
as shall have been prescribed by this Act for corporations originally organized 
as national investment companies. 


CAPITAL-STOCK PROVISIONS 


Sec. 103. (a) Each company organized under this Act shall have a paid-in 
eapital and surplus equal to at least $5,000,000 before it shall commence business. 
In order to facilitate the formation of national investment companies, each 
Federal Reserve bank is hereby authorized, notwithstanding any other provisions 
of law, to invest in the shares of stock of one or more such companies formed 
by any Federal Reserve bank under section 101 hereof, but with a view to the 
ultimate disposal of such stock to banks and other private investors as herein 
provided. Each Federal Reserve bank which forms a national investment 
company shall invest in shares of stock of such company in an amount equal to 
at least $5,000,000, or an amount which, when added to the amounts, if any, of 
shares subscribed by other Federal Reserve banks, member banks, nonmember 
banks, financial institutions, corporations, partnerships, or other persons, shall 
equal the sum of $5,000,000. In no event shall any Federal Reserve bank invest 
in shares of national investment companies if as a result thereof it will hold an 
amount of such shares aggregating more than 4 percent of the aggregate amount 
of the combined capital and surplus of all its member banks. 

(b) The shares of stock in any national investment company shall be eligible 
for purchase by member banks of the Federal Reserve System, nonmember banks, 
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financial institutions, corporations, partnerships, or other persons. Each member 
bank is hereby authorized, notwithstanding any other provision of Federal law, 
to acquire and hold an amount of such shares equal to not more than 4 percent 
of the capital and surplus of member bank. Upon the demand of any such 
eligible purchaser, a Federal Reserve bank which holds shares of stock in a 
national investment company shall, with the approval of the Board, including 
approval as to price, sell to such eligible purchaser all or a portion of such shares. 

(c) The aggregate amount of shares in any such company or companies 
which may be owned or controlled by any stockholder, or by any group or class 
of stockholders, may be limited by the Board ; and no one stockholder, other than 
a Federal Reserve bank, shall at any time, without the approval of the Board, 
own or control more than 10 percent of the total outstanding shares of any such 
company. 

BORROWING POWER 


Sec. 104. Each national investment company shall have authority to borrow 
money and to issue its debentures, bonds, promissory notes, or other obligations 
under such general conditions and subject to such limitations and regulations as 
the Board may prescribe. 


ELIGIBLE ENTERPRISES 


Sec. 105. The Board, after consultation with the Secretary of Commerce, 
shall promulgate standards to determine the eligibility of business enterprises 
for the purposes of this Act. In promulgating such standards, which may differ 
according to the types of financing or other relevant factors, the Board shall give 
consideration to— 

(a) the policies set forth in section 2; and 
(b) the extent to which such enterprises have reasonable access to facili- 
ties for credit and equity financing. 


LOANS AND INVESTMENTS 


Sec. 106. (a) Each national investment company shall have authority to make 
or acquire loans with or without security to business enterprises which are eligi- 
ble under this Act, or to purchase obligations of such enterprises. Such loans, 
purchases, or other acquisitions may be made either directly or in cooperation 
with banks or other lending institutions, through agreements to participate or by 
the purchase of participations, commitments to purchase, or otherwise, as the 
company may determine. 

(b) Each national investment company shall have authority to acquire, and 
to resell to the issuer or to others, the income debentures or bonds, common or 
preferred stocks, or other capital shares of business enterprises eligible under this 
Act. 

AGGREGATE LIMITATIONS 


Sec. 107. Without the approval of the Board, the aggregate amount of obli- 
gations and securities acquired and for which commitments may be issued by any 
national investment company under the provisions of this Act which exceed the 
sum of $1,000,000 for any single enterprise shall not exceed 33144 percent of the 
combined capital and surplus and maximum indebtedness of such national in- 


vestment company authorized by this Act. 
EXEMPTIONS 


Sec. 108. (a) The loans of any national banking association which are required 
by any national investment company, in the making of which such company par- 
ticipates, or for any part of which a commitment to purchase is issued hereunder 
shall not be subject to the limitations on real-estate loans prescribed in section 
24 of the Federal Reserve Act, as amended (12 U.S. C. 371). 

(b) Section 3 of the Securities Aet of 1933, as amended (15 U. 8. C. 77 C), is 
hereby amended by inserting at the end thereof the following new subsection (c) : 

“(c) The Commission may from time to time by its rules and regulations, and 
subject to such terms and conditions as may be prescribed therein, add’ to the 
securities exempted as provided in this section any class of securities issued by 
a national investment company under the National Investment Company Act of 
1957, if it finds, having regard to the purposes of that Act, that the enforcement 
of this Act with respect to such securities is not necessary in the public interest 
and for the protection of investors.” 
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(c) Section 304 of the Trust Indenture Act of 1939 (15 U. S. C. 77 ddd) is 
hereby amended by adding the following subsection (e) : 

“(e) The Commission may from time to time by its rules and regulations, 
and subject to such terms and conditions as may be prescribed therein, add to 
the securities exempted as provided in this section any class of securities issued 
by a national investment company under the National Investment Company 
Act of 1957, if it finds, having regard to the purposes of that Act, that the 
enforcement of this Act with respect to such securities is not necessary in the 
public interest and for the protection of investors.” 


TAX PROVISIONS 


Sec. 109. (a) Section 851 (a) (1) of the Internal Revenue Code of 1954 is 
amended by inserting before the word “registered” the following: “chartered 
under the National Investment Company Act of 1957 as a national investment 
company or is.” 

(b) Section 851 (b) (2) of the Internal Revenue Code of 1954 is amended 
by inserting immediately after the words “90 percent” the following: “(75 per- 
cent in the case of a national investment company chartered under the National 
Investment Company Act of 1957).” 

(c) Section 851 of the Internal Revenue Code of 1954 is amended by adding 
at the end thereof a new subsection as follows: 

“(f) EXEMPTION OF NATIONAL INVESTMENT COMPANIES FROM LIMITATIONS OF 
SuBsEcTION (b) (4).—If the Board of Governors of the Federal Reserve System 
determines that it is necessary and appropriate to accomplishment of the pur- 
poses of the National Investment Company Act of 1957 that any national invest- 
ment company chartered under such Act be exempt from the requirements of 
this subsection (b) (4), it shall certify such determination to the Secretary 
or his delegate and, in such event, the limitations prescribed in subsection (b) 
(4) shall not apply to such national investment company.” 

(d) (1) Section 852 (a) of the Internal Revenue Code of 1954 is amended 
by adding at the end thereof the following: “The investment company taxable 
income of a regulated investment company which is a national investment com- 
pany chartered under the National Investment Company Act of 1957 shall, for 
purposes of paragraph (1), be increased by the amounts described in subsection 
(d) (3) (D) and decreased by the amounts described in subsection (d) (5) (B).” 

(2) Section 852 of the Internal Revenue Code of 1954 is amended by adding 
at the end thereof a new subsection as follows: 

“(d) NATIONAL INVESTMENT COMPANY RESERVE.— 

“(1) RESERVE GENERALLY.—A regulated investment company which is a 
national investiuent company chartered under the National Investment 
Company Act of 1957 may, under regulations prescribed by the Secretary or 
his delegate establish and maintain a reserve subject to the limitations pro- 
vided in this subsection. 

“(2) LIMITATION ON RESERVE.—The amount of the reserve shall not at any 
time exceed the lesser of — 

“(A) 50 percent of the invested capital of the company as defined in 
paragraph (7), or 

“(B) the accumulated earnings and profits determined as of the close 
of the taxable year. 

“(3) CHARGES TO RESERVE.—The reserve shall be charged as of the end of 
the taxable year (whether or not such charge produces a minus amount in 
the reserve) with the following: 

“(A) the net capital loss for the taxable year (as defined in section 
1222 (10)); 

“(B) the net operating loss for the taxable year (as defined in sec- 
tion 172 (c)); 

“(C) the Federal income taxes attributable to the amount added to 
the reserve under paragraph (5) ; and 

“(D) such amount as may be necessary by reason of the limitation 
provided in paragraph (2). 

“(4) MANDATORY ADDITIONS TO THE RESERVE.—There shall be added to the 
reserve as of the close of the taxable year the following: 

“(A) an amount equal to the excess of the net capital gain for the 
taxable year computed without regard to section 1212 (relating to cap- 
ital loss carry-over) over the net capital gain for the taxable year; and 

“(B) an amount equal to the excess of the taxable income for the 
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taxable year computed without regard to setcion 172 (relating to the 
net operating loss deduction) over the taxable income for the taxable 
year. 

““(5) DISCRETIONARY ADDITION TO THE RESERVE.—In any year in which an 
amount (other than the amount described in paragraph (4)) is added to 
the reserve; the company shall, in the computation of its investment com- 
pany taxable income be allowed 

“(A) a deduction equal to such amount of the addition to the reserve 
as does not cause the aggregate amount of the reserve (including such 
addition) to exceed 20 percent of the invested capital of the company 
as defined in paragraph (7) ; and 

“(B) the dividends received credit provided in section 243 but such 
credit shall not exceed 85 percent of the portion of amounts added to the 
reserve under this subparagraph which is not deductible from invest- 
ment company taxable income under subparagraph (A). 

(6) REDUCTION OF TERMINATION OF RESERVE.—In the event of a reduction 
or termination of the reserve in connection with a partial or complete 
liquidation of the company (or of any company to which the reserve has 
been transferred in an exchange upon which gain was not recognized by 
reason of any provision of this subtitle) the gain realized by a stockholder 
upon any such liquidation shall, to the extent of the pro rata share of the 
reserve, be considered as a gain from the sale or exchange of property held 
for less than six months. 

“(7) INVESTED CAPITAL.—For purposes of paragraph (2), the term ‘in- 
vested capital’ means the sum, determined as of the close of the taxable 
yeur, of 

“(A) the amount of money or property (included in an amount 
equal to its unadjusted basis without regard to the value of the prop- 
erty as of March 1, 1913, except that if such basis is a substituted 
basis, it shall be adjusted, with respect to the period before the prop- 
erty was paid in, by an amount equal to adjustments proper under 
section 312 (f) for determining earnings and profits) previously paid 
in for stock, or as paid-in surplus or as a contribution to capital, re 
duced by the amount of distributions not out of earnings and profits 
in the year of distribution and not out of accumulated earnings and 
profits ; and 

“(B) the amount of the outstanding indebtedness (not including 
interest) of the company which is evidenced by a bond, note, bill of 
exchange, debenture, certificate of indebtedness, mortgage, or deed of 
trust, except that indebtedness not represented by a bond or debenture 
shall not be included in excess of an amount equal to the average daily 
amount of indebtedness not so represented which was outstanding 
during the taxable year.” 

(e) Each national investment company established under this Act, including 
its franchise, capital, reserves, and surplus, its income, its real property, its 
tangible and intangible personal property, its obligations (both as in principal 
and income derived therefrom), shall be subject to taxation, in the same 
manner and to the same extent as a State-chartered institution of similar 
character by any State, county, municipality, or local taxing authority or by 
any Territory, dependency, or possession of the United States; and its real 
property shall be subject to special assessments for local improvements. 





MISCELLANEOUS 


Sec. 110. (a) Wherever practicable the operations of a national investment 
company shall be undertaken in cooperation with banks or other financial in- 
stitutions, and any servicing or initial investigation required for loans or 
acquisitions of securities by the company under the provisions of this Act may 
be handled through such banks or other financial institutions on a fee basis. 

(b) Each national investment company may make use, wherever practicable, 
of the advisory services of the Federal Reserve System and of the Department 
of Commerce which are available for and useful to industrial and commercial 
businesses, and may provide consulting and advisory services on a fee basis 
and have on its staff persons competent to provide such services. Subject to 
the supervision and direction of the Board, any Federal Reserve bank is au- 
thorized to act as a depository or fiscal agent for any company organized un- 
der this Act. Such companies may invest funds not reasonably needed for 
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their current operations in direct obligations of, or obligations guaranteed as 
to principal and interest by the United States. 

(c) The Board is authorized to prescribe regulations governing the operations 
of national investment eompanies and to carry out the provisions of this Act in 
accordance with the purposes of this Act. Each national investment company 
shall be subject to examinations made by direction of the Board by examiners 
selected or approved by the Board, and the cost of such examinations, including 
the compensation of the examiners, may in the discretion of the Board be 
assessed against the company examined and when so assessed shall be paid by 
such company. Every such company shall make such reports to the Board at 
such times and in such form as the Board may require. 

(d) The Secretary of Commerce is authorized to advise and assist in promot- 
ing national investment companies. 

(e) Should any national investment company violate or fail to comply with 
any of the provisions of this Act or regulations prescribed hereunder, all of its 
rights, privileges, and franchises derived herefrom may thereby be forfeited. 
Before any such company shall be declared dissolved, or its rights, privileges, 
and franchises forfeited, any noncompliance with or violation of this Act shall, 
however. he determined and adjudged by a court of the United States of com- 
petent jurisdiction in a suit brought for that purpose in the district or territory 
in which the principal office of such company is located, which suit shall be 
broncht by the United States at the instance of the Board or the Attorney 
General. 

(f) Whenever in the judgment of the Board any person has engaged or is 
about to engage in any acts or practices which constitute or will constitute a 
violation of any provision of this Act or of any regulation thereunder, the Board 
may make application to the proper district court of the United States, or the 
United States courts of any Territory or other place subiect to the jurisdiction 
of the United States, for an order enjoining such acts or practices, or for an 
order enforcing compliance with such provision, and such courts shall have 
jurisdiction of such actions and upon a showing by the Board that such person 
hos engaged or is about to engage in any such acts or practices a permanent or 
temnorary injunction, restraining order, or other order shall be granted without 
bond. 

(¢) Any national investment company may at any time within the two years 
next previous to the date of the expiration of its corporate existence, by a vote 
of the shareholders owning two-thirds of its stock, apply to the Board for approval 
to extend the period of its corporate evistence for a term of not more than 
thirty vears, and upon approval of the Board as provided in section 101 hereof 
such company shall have its cornorate existence extended for such period unless 
sooner dissolved by the act of the shareholders owning two-thirds of its stock, 
or by an Act of Congress or unless its franchise becomes forfeited as herein 
provided. 

(h) Nothing in this Act or in any other provision of law shall be deemed to 
impose any liability on the United States or on any Federal Reserve bank with 
respect to any obligations entered into, or stocks issued, or commitments made, 
by any company organized under this Act. 


TITLE II—CHANGES IN FEDERAL RESERVE AUTHORITY 
REPEAL OF SECTION 13B OF THE FEDERAL RESERVE ACT 


Sec. 201. Effective one year after the date of enactment of this Act, section 
13b of the Federal Reserve Act (12 U. S. C. 352a) is hereby repealed: but such 
repeal shall not affect the power of any Federal Reserve bank to carry out, or 
protect its interest under, under agreement theretofore made or transaction 
entered into in carrying on operations under that section. 


RETURN OF FUNDS TO TREASURY 


Src. 202. (a) Within sixty days after the enactment of this Act, each Federal 
Reserve bank shall pay to the United States the aggregate amount which the 
Secretary of the Treasury has heretofore paid to such bank under the provi- 
sions of section 13b of the Federal Reserve Act: and such payment shall consti- 
tute a full discharge of any obligation or liability of the Federal bank to the- 
United States or to the Secretary of the Treasury arising out of subsection (e) 
of said section 13b or out of any agreement thereunder. 
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(b) The amounts repaid to the United States pursuant to section 202, and 
any remaining balance of the funds set aside in the Treasury for payments 
under section 13b of the Federal Reserve Act shall be covered into miscellaneous 
receipts. 

AUTHORITY TO SELL ASSETS TO NATIONAL INVESTMENT COMPANIES 


Sec. 203. Any national investment company organized under this Act may 
purchase from any Federal Reserve bank, and any Federal Reserve bank is 
authorized to sell to any such company, at such reasonable price as may be agreed 
upon, any or all of the assets heretofore or hereafter acquired by such Reserve 
bank under the provisions of section 13b of the Federal Reserve Act. 


TITLE IITI—MISCELLANEOUS PROVISIONS 


PENALTIES 


Sec. 301. Title 18, United States Code, section 1014, is amended by inserting 
the phrase “a national investment company organized under the National In- 
vestment eae Act of 1957,” after the words “National farm loan asso- 
ciation,’ 

GEOGRAPHIC APPLICABILITY 


Sec. 302. The authority provided in this Act shall be applicable in the United 
States, including the District of Columbia and the Territories and possessions. 


RIGHT TO AMEND THIS ACT 


Sec. 303. The right to amend, alter, or repeal this Act is hereby expressly 
reserved. 

The Cuatrman. We have as our witness Mr. Joseph D. Noonan, 
representing the Smaller Business Association of New England, Inc. 

Mr. Noonan, we are delighted to have you, sir. Have you prepared 
a statement in wr iting that you have submitted to us? 

Mr. Noonan. I have, sir. 

The CHatrMan. Won’t you have a seat. 

Mr. Noonan. Yes. I think you all have copies. 

The Cuarrman. And I have identified you, I believe, correctly, by 
stating you are Joseph D. Noonan, executive secretary of the Smaller 
Business Association of New England, Inc. ? 

Mr. Noonan. That iscorrect, sir. 

The CuarrmMan. You may proceed in your own way, Mr. Noonan. 


TESTIMONY OF JOSEPH D. NOONAN, EXECUTIVE SECRETARY, 
SMALLER BUSINESS ASSOCIATION OF NEW ENGLAND, INC. 


Mr. Noonan. My name is Joseph D. Noonan. I am the executive 
secretary of the Smaller Business Association of New England, Inc., 
a voluntary nonprofit association of small-business men having a 
small paid staff, whose officers and directors serve without payment 
and who attend ‘all meetings and committees at their own travel and 
incidental expenses. 

We have been operating now for 20 years, and most of the members 
of the committee are familiar to us. We believe, making many refer- 
ences to its members and other sources, in keeping its views up to date, 
and representative of its approximately 600 full-scale members with 
estimated payrolls aggregating over 30,000 persons, that short-term 
financing needs of small business for loans, short-term, being re- 

garded by us as 90 days to around a year, are being adequately met by 
eobagalat ot banks. 
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But short-term cash-supply needs, while indeed of great importance, 
are in actuality only a minor adjunct to the operation of a business. 
The raising of short-term cash for the carrying of peak inventory 
periods, or to seize an advantageous purchase of supplies, these being 
the major reasons for short-term loans, is in point of fact of much less 
import to a business than the matter of obtaming long-term funds for 
modernization of plant and equipment. 

Business today, as of course you well know, cannot survive, and 
workers cannot be supplied with the wherewithal for good living, 
without good, well-housed and modern tools of production. 

It is of vital importance to a small business to find the capital 
needed to achieve these conditions and indeed to survive the rigors of 
competition with better financed giant concerns. 

Taxation, and heavy taxation, is one of the facts of modern busi- 
ness life. It is merely a sad conclusion that to a small-business man 
his profits after taxes do not provide even for some of the following 
needs of business. 

1. The moderate expansion of a business justified by our increasing 
population and essential to business life—entailing with it increased 
cash on hand, increased accounts receivable, increased inventory, and 
increases in plant and equipment and facilities. 

2. The earnestly sought after need to provide better security for 
workers—entailing increased cash on hand as a buffer against even 
slight and temporary recessions, let alone busines storms, and pension 
funds for workers’ future, among other factors. 

3. The need, often of necessity overlooked entirely by the small- 
business man, of providing a decent return to his long-suffering 
investors. 

4. The need in many cases to provide for research programs. 

Parenthetically, may I remark at this time that I have been struck 
by the number of small-business men among our members whose 
operations may be fairly classified as successful who have said, in 
effect, to me: 

Yes; and it has taken me 30 to 40 years of work to reach this point. Had 
capital been accessible to me 20 years ago; that is, after I had well demon- 
strated my ability to compete and survive, I could have achieved the same result 
in less than half the time, to the greater prosperity of every man, woman, and 
child affected by my operation—in short, to the benefit of the community and 
the whole country. 

We do not. believe that such men should be told that the answer is 
that they should have submerged their enterprise by merger with 
others, or through a sale of their business to ever-increasing giants 
having, by reason of their sheer size, ready access to the money mar- 
kets of the United States. 

We know, and so we believe do you, that this process is, indeed, 
occurring while I am speaking. But we deplore it as being a stifling 
threat to enterprise and to the very system which has created our way 
of life as we know it. 

Excluding a very few exceptional cases, small businesses have no 
means of raising the equity capital adequate for proper operation, 
or even of the necessary long-term loans. 

Our proposal, as I read it from here on, is a mere suggestion of 
one method of solving the problem, and we have taken our proposal 
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to largely show a parallel with the history and formation of the 
Federal cooperative land-bank system. 

We therefore propose that: 

1. The passage of a Federal Small Business Equity and Loan Act. 
That this act should contemplate the formation of Federal small- 
business banks to parallel the Federal Reserve banks, for the pur- 
pose of loans and advances to small businesses, as defined by the 
Small Business Administration, through cooperative national small- 
business associations on such terms as shall be deemed to be profitable 
and prudent for the cooperative and the recipient. 

That the capital stock of the Federal small-business equity and 
loan banks should be open to the investing public. 

That the Federal small-business equity and loan banks should be 
authorized to grant charters, upon fulfillment of necessary conditions, 
to national small-business equity and loan associations. 

That the Federal small-business equity and loan banks be author- 
ized to issue and sell tax-free bonds. 

That the Federal small-business equity and loan banks be author- 
ized to make advances to national small-business equity and loan 
associations secured by debentures of these associations. 

That national small-business equity and loan associations be author- 
ized to make prudent advances to small businesses upon the purchase 
by the applicant of shares in the association. 

That the United States Treasury be authorized to purchase secu- 
rities of the Federal small-business equity and loan banks. 

It will be seen that our proposal parallels the history and forma- 
tion of the Federal cooperative land-bank system. 

Apart from the national prosperity which has resulted from the 
very successful operation of the Federal land-bank system, the princi- 
pal beneficiaries of this system have been the small farmers who were 
at one time characterized as an unacceptable credit risks, 

We have the firmest confidence that small business will prove to be 
as sound credit repayment sources as did the small farmers and that 
a system set up for small business along the same lines as for the 
farmer would have the same result, viz: i 

The establishment of a Federal small-business system as a perma- 
nent source of equity and long-term funds for small business eventual- 
ly privately owned and controlled, and as in the case of the Federal 
land-bank system, at no ultimate cost to the taxpayer. 

We would, if permitted to do so, be happy to submit this proposal in 
even more complete and absolute detail, and will conclude by men- 
tioning that in every advance made by a cooperative to a small busi- 
ness, we would propose its complete and absolute repayment on terms 
profitable to the cooperative. 

This statement has been prepared with the assistance of the chair- 
man of a committee of our association appointed for the purpose, Mr. 
Howard D. Williams, with whom I am sure some of you are 
acquainted. 

We are most grateful for being permitted to appear before you. | I 
thank you sincerely for your patience and kindness. I would be happy 
to answer any questions which I am able to. ; 

May I iriterpolate this as a personal observation: that in all the 7 or 
8 years that I have been with this association, having been previously 
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a teacher of business education and in charge of all the Baltimore city 
school business education, been in business for 25 years—I have never 
seen such a beautifully prepared and completely factual fine piece 
of research work on small-business problems as was submitted when 
Senator Patman introduced his bill, graduated corporate income-tax 
bill; and his staff has done an outstanding job in the preparation with 
Senator Patman of this statement he already has here. 

We feel that this Small Business Committee of the House is our 
strong advocate in Washington, and I want to tell you that that is not 
the feeling of 1 or 2. It is the feeling of every member of our fine 
association. 

The Cuarrman. Thank you, Mr. Noonan. I appreciate the refer- 
ence tomeas Senator. Of course, Il ama Representative. We are all 
Members of Congress, Senators and Representatives. 

You have prepared a very fine, constructive statement. I am going 
to have something to say about it in interrogating you later, but I 
want the other members to be privileged to interrogate you first before 
Ido. Idocongratulate you on the fine statement, and I want to assure 
you that ever ymember of our committee is a genuine friend of the 
4 million small businesses of this country. We realize they are the 
backbone of the country, and we feel like too little has been done for 
them and it is possibly too late for some. We know it is too little, too 
late, but we are making a sincere effort this week to go into this prob- 
lem and see if we oh being out a bill somewhat along the lines that 
you have suggested, that we can present when Congress convenes 
January 7 and that will have the backing of both Republicans and 
Democrats. 

I will recognize the members alternately. Mr. Evins, would you 
like to ask a question ¢ 

Mr. Evins. I would like to make an observation. Mr. Noonan has 
well pointed out that big business interests of this country have access 
to the financial money market for credit and equity capital. He has 
also pointed out that the farmers of this Nation have several avenues 
of farm credit—the Farm Credit Administration, the cooperative or- 
ganizations—and while the farming situation is not the best—and I 
represent a rural farming district—I know an effort has been made to 
make some type of credit available to them. 

Then you stressed the need for similar types of credit and loans for 
the small businesses of this country, and I think your statement is 
very timely and it has a lot of food for thought. 

I just wanted to make those observations. In other segments of 
our community, both big business and the farm community have the 
type of credit available which you are suggesting Congress consider 
making available to small business. 

The Cuatrman. Mr. Hill. 

Mr. Hut. I, too, Mr. Noonan, think you have prepared a very ex- 
cellent statement. I would like to ask just a question or two to clarify 
my own thinking. 

I notice on your first page you mentioned taxation. Now, is your 
organization familiar with the effort that was made by members of 
this Small Business Committee to insist that we have a tax-relief 
measure enacted for small business in the Ist session of the 85th 
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Mr. Noonan. Weare very familiar with it, sir, and we watch it with 
avid interest. And I know I do not miss a word in all of the maga- 
zines, the business magazines, the Wall Street Journal, and the com- 
munications from your office. I think that you are all doing a splendid 
job, both the Democratic and the Republican Members of the com- 
mittee, and your interest is indicated by the many bills introduced in 
the last Congress. 

However, we were very much in a state of frustration when we had 
from the administration, from the Democratic platform and from the 
Republican platform, some very definite promises to implement all 
these ideas, and then all of a sudden some of the members of the top 
echelons in Washington came in and said “You can’t have any tax 
changes this year. We have =e got 10 days to pass this corporation 
bill, and it requires a lot more study.” 

That, to us, was a most ridiculous thing, because we had been 
studying this thing for 19 years. We had been proposing, coming 
down to submit our ideas objectively, never with a note of demagog- 
uery, never with a note of threats or anything else. We could not 
support the threats if we made them anyway. But, to us, we felt 
like we had gotten right up to the goal line and were held on the 
1-foot line and we did not make the goal. 

We hope this time we will start from someplace near midfield and 
get over the goal line. 

Mr. Hix. Let me ask this question on this tax situation. That is 
something that the Congress could do that would help some small- 
business organizations immediately. I am glad to hear you make 
the statement that you think both political parties supported small- 
business tax legislation in the beginning, and I follow that up by 
saying both political parties have the responsibility of seeing it through 
to the end. 

While you might mention the administration, I can also mention 
that the Ways and Means Committee under the control of the Demo- 
crats made no report on any of the small-business tax bills during this 
session of Congress. 

Mr. Noonan. We agree to that, sir. 

Mr. Hitz. Let us not get this into politics at all. 

Mr. Noonan. No, no. 

Mr. Hitz. The members of this committee try to be nonpartisan and 
we could have helped you in 1958 if we could Gale gotten the tax bill 
reported which we finally introduced. 

Mr. Noonan. Of course, the attitude of our association is, first, we 
ome nonpartisan, nonpolitical, and we do not attempt to place the 

lame. 

All we say is that there was a tremendous feeling of frustration 
when nothing got done after both parties had promised. You hit the 
nail right on the head. The crux of this whole problem and the situ- 
ation we now find ourselves in is because small business has not been 
able to retain sufficient amounts of its own earnings to finance its busi- 
ness. And, unfortunately, they cannot get that anywhere else; that is, 
financing. 

Mr. Hitt. We will pass that for the moment. 

The next question that bothers me, and I have some personal infor- 
mation on this directly since I have been on the Agricultural Commit- 
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tee for 15 years. I know something of the real effort we have made to 
get financing into the very channels which would assist a farmer who 
1s in difficulty and who we know has an economic unit. 

Now, you have got the same situation here. I am sure this com- 
mittee would agree 100 percent with every word I say. We want the 
economic unit, small business, to have all the opportunity in the world 
he can secure. That is the economic unit, that is No. 1, and we want 
the farmer to have the same. 

But we must draw a line, we have to draw a line whether we like it 
or not. We cannot go out on a limb, either this committee or our 
Committee on Agriculture, and support legislation which would result 
in financially supporting and assisting hundreds of uneconomic units. 
Regardless of the assistance you give them, in the end it is the word 
“failure” that will finally stir you. 

That brings me up to the question I want to ask, and that is— 
on page 2 where you are describing small business and trying to keep 
it separate from big business—how are you going to define a loan? 
It is always interesting to me in Agriculture, how are you going to 
stop the middle size, shall I say, and large corporate farmers from not 
pet peting in any kind of assistance you hope to give to the family 
unit ? 

You have the same thing on page 2. How would you actually de- 
fine a small business? I have one in mind. A small] business, when 
he began in the block next to me in his garage had few employees; 
today, I understand, he employs over 800 people. 

Now, how would you help him and where would you draw the line 
on turning him down on a business loan on the basis of size of busi- 
ness ¢ 

Mr. Noonan. That is a terrific question, sir, and I am certainly not 
going to attempt to answer it in the few moments I have. 

However, at the suggestions and prodding of the Small Business 
Committee of the House, SBA finally got around to making up a 
pamphlet on the definition of small business. It is not too good, and 
I disagree with it in a great many places, but it is not too bad either. 
You have to make some definition. 

Mr. Huu. Then, you agree that it is a step in the right direction, 
this definition ? 

Mr. Noonan. Oh, yes, I do, definitely. 

Mr. Hitz. That is all, Mr. Chairman. 

The CuatrmMan. Mr. Multer. 

Mr. Mutter. Thank you, Mr. Chairman. 

T notice that you suggest that this proposed new Federal Small 
Business Equity Loan Bank shall be authorized to issue tax-free bonds. 
You also say that this is patterned after the Federal Cooperative Land 
Bank System. Was that system authorized to issue tax-free bonds? 

Mr. Noonan. What is that? I did not hear you. 

Mr. Motrer. Was the Federal Cooperative Land Bank System 
authorized to issue tax-free bonds when we set it up? 

Mr. Noonan. No. That was frankly not my idea to put that in there, 
but they all said “How are you going to sell these bonds?” 

And somebody said “Let us make them tax free and then they will 


sell.” 
And that is about the way that happened. 
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Mr. Muurer. To me, that appears to be a great stumbling block to 
the passage of any kind of legislation of this type. 

Mr. Noonan. That is the reason I said that. 

Mr. Mutrer. I do not think we can justify permitting the issuance 
of tax-free bonds, United States Government tax-free bonds for this 
purpose when we do not do it today for any other purpose. 

Mr. Noonan. I expected you to take the position, sir, that you 
would not be able to put in a bill, and I do not really personally think 
it ought to go in there. 

Pretty soon you are going to have so many things tax free that 
nobody is going to pay taxes except guys like myself that do not 
know any better. 

Mr. Mutter. You and us. 

Tell me, have you read S. 2160, the Sparkman bill? I call it the 
Sparkman bill. It has quite a number of sponsors. 

Mr. Noonan. Is that the one he introduced lately ? 

Mr. Mutrer. That was the one introduced on May 27, 1957. We 
made it a part of our record this morning. That is the National 
Investment Company Act of 1957. 

Mr. Noonan. Qh, yes, I have read that. 

Mr. Motrer. Is your bill intended to be similar to that or to 
supplement it or take its place ? 

Mr. Noonan. We went at this thing this way: We read that and we 
looked at the systems that had been successful, and the system over a 
— of years, say 30 years, the land bank paid off, and we were in 
n10pes that we could make a suggestion that might be picked up with 
the idea that ultimately the Treasury would get its money back and 
it would not cost the people of the United States any money. 

Mr. Mutter. Would the enactment of S. 2160 accomplish what you 
recommended today ? 

Mr. Noonan. I suppose the effect of it would be to give equity capi- 
tal and long-term capital to small business. We have not gone on 
record as being in favor of any particular bill on that subject, but 
these were our ideas. But remember, a loan is not “equity capital.” 
Loans have to be paid back, amortized usually in monthly periods. 
The desperate need to give real assistance to small business is to set up 
sources for equity capital for them. 

We were asked to submit our plan, and this is our idea of what 
would be about as good a plan as we could think up. 

Mr. Mocnrer. Tell me, if you can, how much of your plan is pres- 
ently incorporated in the development corporations that are operating 
in the New England States today ¢ 

Mr. Noonan. Now, I am going to say something that very few peo- 
ple say, and I am familiar with the operation of those development 
corporations, and we worked like beavers to get the development 
corporations in New England. 

We particularly were close to the Massachusetts business develop- 
ment corporation bill when it was put in, and we appeared for it, but 
I am deeply disappointed in the effect of the whole thing in New 
England. I cannot criticize the MBDC—that is, the Massachusetts 
one—because with the means they have, they are doing a pretty good 
job. They only have $4 million or $5 million paid in. As a matter of 
fact, I think they have only got about two and a half. They got some 
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more promises that have not been implemented, and they say that they 
can borrow from banks, $8 for every dollar that is bought in stock. 
And our magazine, and in the speeches I make around New England, 
which is around 75 or 80 a year, I have praised them and they have 
done a pretty good job with the facilities they have. But it is a “spit 
in the ocean.” It is insignificant. 

Mr. Mouurer. Are you familiar with the operation of the New York 
State Development Corp. ? 

Mr. Noonan. I am not familiar with that, sir. 

Mr. Mutter. Am I right that practically all of those development 
corporations have been financed - the banks and financial institu- 
tions who own the stock of the corporations ? 

Mr. Noonan. That is correct, and they have a majority on the board 
of directors usually. 

Mr. Mutter. The idea behind the organization of those develop- 
ment corporations was that the financial institutions would spread 
the risk by investing a part of their capital in the capital of these 
development corporations, and then make these loans to small busi- 
ness. That is the theory behind it; am I right? 

Mr. Noonan. That is right. And I really believe none of these 
problems would be down here at all if bankers could think beyond the 
narrow confines of the way they are thinking now, such as you will 
hear when Alfred Neal gets up to talk. He really has some real ideas 
on this thing. And he sees that this area of credit is not covered 
by commercial banks at the present time very well. I will not say 
that he says that, but I think that he has got some view that that 
might be possible. 

If banks organize the thing themselves, you would not have this. 
But they never will. 

Mr. Motrer. There is no public paritcipation in the stockowner- 
ship of those development corporations? 

Mr. Noonan. You can buy stock in it, any businessman. 

Mr. Mutter. But they have not done so? 

Mr. Noonan. Well, to a certain extent they have, but not to the 
extent that would make it worth while. They made some very fine 
loans. They made a loan to an outfit in Lawrence that resulted in 
their assisting Lawrence out of the distress labor area. 

The thing is done very well for the limited application of it, and it 
is limited because the businesses and the banks have not yet responded 
in the amount that we hoped that they would. And it is better in 
Massachusetts than any place in the country that I know of. That is 
not just because I live in Massachusetts. I love Massachusetts, but I 
have lived in other States, too, and I love them. 

Mr. Motrer. I like this idea very much, suggested by S. 2160 and 
which is along the same lines as Chairman Patman has suggested over 
a period of time. But I would like to throw this out for you and 
other witnesses who may testify. Give us the answer if you can. 

This being in the nature of risk capital which would be lent to the 


small-business man, or equity capital, how are you going to discrimi- 
nate or what discretion can you bring to bear in determining when a 
man should be set up in business for the first time? A man just gets 
out of the service and wants to set himself up in business, and applies 
fora loan. A fellow who has been in one line of business and decides 
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he does not like it any more, wants to get into a new one. He has no 
capital. He comes to one of these banks or to the development corpo- 
ration and says, “Look, here is my idea. I want to go into the shoe 
business, or open up a retail store. I need some capital.” 

How are you going to determine whether or not that man should get 
the money unless you are going to simply base it on character? 

Mr. Noonan. You are going to have to do it the same way that it is 
done now. How does anybody get any money to go in business? 
His relatives throw in some money because they believe in the fellow 
and they know the fellow knows—— 

Mr. Motrer. That is just it. You do not have the character loan 
being made by banking institutions today any more. 

Mr. Noonan. That is right. 

Mr. Mutter. You go to the bank and present a financial statement 
and you must show that you have assets and show that you have got a 
good, successful operation or you cannot get that kind of money today. 

Mr. Noonan. Congressman, that is the reason we put in there to 
parallel the farmers’ associations. They are really the ones that pick 
out the fellows that are going to get loans, and they know them. They 
are right in their own community. 

Mr. Mutter. I see a difference between this and the farm situation. 
The farmer had a farm. He had experience as a farmer. He might 
be born and brought up on a farm. That was his occupation. 

There is a different situation here, where we are dealing with try- 
ing to set up a man in business for the first time. 

Mr. Noonan. It is not as difficult as you think, sir, because I have 
assisted at least 10 in the last year and a half to get money for a busi- 
ness, and the basis on which I go is what is the record of this fellow. 
Does he know this business¢ What part of that business does he 
know? Is he just a production man? Does he know anything about 
the sales? Does he know the market? Does he have aaobady with 
him that knows how to sell, and so on ? 

Then, when I get all that, we have fellows that are ready to invest 
in some business, not many, not one ten-thousandths of the people 
who would like to go in. But all of those judgments you have to 
make. In any event, it is judgment in the end. 

Mr. Mutter. From what you have said, am I to assume that if a 
young man, 22 or 23 years of age, just out of the service, came to 
you and said, “Look, I would like to go into this business.” It looks 

ike a good business. He would not qualify ? 

Mr. Noonan. I will give you an example: A young man like that 
did come in. He said he wanted to go into the plastic manufacturing. 

I said, “How much money have you got?” 

He said, “$10,000.” 

[ said, “You had better learn about some other business. The only 
machinery I ever saw in plastics cost a half million dollars to start 
with.” 

I mean you have got to give him an idea of what the business he is 
going into requires in the way of capital investment, and so on. 

Mr. Motrer. I think you discouraged the man unnecessarily. I 
know of cases where you could buy machines for $10,000 apiece. 

But assume that you could, you would not let a man with $10,000 
try to buy a machine costing $10,000 and then try to operate a busi- 
ness, would you ? 
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Mr. Noonan. Of course not. He will need $8,000 of it for operat- 
ing capital to get going, at least. 

Mr. Muurer. I am afraid we are eliminating the opportunity to 
get the risk capital for the fellow who wants to start a new business. 

Mr. Noonan. Well, you are not eliminating him, because there are 
a good many ways he can start into business besides starting up a 
factory of his own. If he has no money, he ought not to go into it 
anyway. 

Mr. Mouurer. Thank you, Mr. Chairman. 

The Cuatrman. Mr. Riehlman. 

Mr. Rreniman. Mr. Noonezn, I do not want to go into the phase 
of the banking organization that you have suggested setting up here. 
I think it has a lot of new features and ones that I am sure this com- 
mittee is going to be interested in studying. But I am thinking pri- 
marily of—and I want to discuss with you briefly—relief for small 
industries for equity capital. 

The way I think it can be brought about can be very effective. I 
happen to be a small-business man myself, and I know the problems 
we are faced with today on equity capital. I want to follow up what 
Mr. Hill has said. 

I am not saying I am not going to be interested in some type of 
a bank or some organization other than SBA, if SBA cannot do the 
job, to loan equity capital to small industry. I think the quickest 
and the most effective way to help a small-business man is to give him 
tax relief. 

Mr. Noonan. I agree with that 100 percent, and our whole organi- 
zation does. 

Mr. Rreximan. Because tax relief provides an immediate oppor- 
tunity to turn back into your business capital that you can use for 
replenishing your plant and equipment, and you can carry on new 
ideas and new programs and expand your operations. 

Now, this committee, and if the Congress sees fit, can give relief 
in the immediate future. 

The problem we are talking about in the banking institutions is 
going to take some time to bring about. It will take time to estab- 
lish an effective banking organization to help these small businesses. 

Mr. Noonan. That is right. 

Mr. Rreximan. Let me ask you this question: What percentage of 
the small-business men would be helped, do you believe, in this coun- 
try if we had a constructive tax reduction or revision bill passed in 
this next Congress? 

Mr. Noonan. I think every one of them. 

Mr. Rreuiman. There are some of them, of course, that we just 
probably could not help. But do you not believe that a big per- 
centage of our small-business people would be helped tremendously 
and they would have new hope and new enthusiasm to carry on their 
operations if we gave them a tax reduction ? 

Mr. Noonan. There is no question on earth about it. 

Mr. Rreniman. Or adjustments so that if they used the money for 
those purposes, they could plow it back into their business for new 
equipment and expansion ? 

Mr. Noonan. We have been advocating that, sir, for 19 years. 
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Mr. Rrentman. I know you have, but I wanted to get directly from 
from you how you feel about the small-business man in the New Eng- 
land States. 

Mr. Noonan. I think that the smaller business association of New 
England and every small-business man is asking for immediate tax 
relief and has to have it. They have to have it now. There is no 
monkey business about it. 

Mr. Rrmutman. Regardless of what action this committee or the 
Congress takes in setting up some type of a bank to loan funds out- 
side of SBA? 

Mr. Noonan. This is a different problem. But the tax relief is 
absolutely necessary. When I talk about tax relief at these meetings 
they say, “Oh, look, we were going to get it last year, we were going 
to get it the year before and we do not get it. There is an awful lot 
of talk and nothing happens.” 

Now look, here is one of the reasons you do not get it, and our asso- 
ciation is not talking now, I am talking out of my own experience. 
I have been teaching business and been in business since I was 24 
years old, and I'll tell you now that you are not going to get any bill 
that reduces the tax structure that does not reduce that 52 percent. 
Now all the big companies—and they pay 88 percent of the taxes and 
they have 88 percent of the income—they all want all of us to stay 

ut and hammer on reducing that 52 percent to 50 or 48 percent, 
aan there are a lot of people yelling in small business, and a com- 
paratively few in big business, and 2 percent of $50 million for 1 
corporation, and there is more than 1, 2 percent of that is one whale 
of a lot of dough and they are playing for big stakes. They are not 

laying for $25,000 of earnings to be reduced from 30 to 20 percent. 

hey want 2 percent off of $10 million, and they are down there ham- 
mering the devil out of it. So is the National Association of Manu- 
facturers and so is the National Chamber of Commerce. They go 
down there and they say, “We do not want taxes changed in the lower- 
rate structure until the 52 percent is also changed.” ‘That is in effect 
their testimony before every committee they have appeared before and 
I was there listening to it. You will never get it with them hammer- 
ing on it, unless you fellows discard that idea as you listen to them. 

Mr. Rrenuman. I am sure you are familiar with this committee’s 
interest and I am sure you are familiar with many bills that were 
introduced in this last Congress ? 

Mr. Noonan. Yes, sir. 

Mr. Rrentman. Which certainly would be effective if Congress took 
action on them. 

Mr. Noonan. I agree with you, sir. 

Mr. Rrenuman. They would be tremendously helpful. 

Mr. Noonan. Tremendously. 

Mr. Rrentman. I am thinking of bills that would not only provide 
across the board tax reduction but would also provide a revision of 
the tax laws permitting small business to plow back in certain portions 
of its earnings for redevelopment purposes and replacement of 
equipment. 

Mr. Noonan. You established the Joint Congressional Committee, 
the Mills committee, the Joint Committee for the Economic Report on 
Taxes, and they have consistently—after hearing 81 panelists, the best 
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economists in the country, professors at Harvard who have written 
the best book on small business—and when I made a speech at Los 
Angeles last November before the National Tax Association, I had 
all that material in there with all the material that this committee 
had produced up to that time. Now what is the whole point of ham- 
mering on tax reduction when all these forces are in there to stop 
small business from getting any tax reduction so that big business, 
when any tax reduction is made, can get that 52 percent hammered 
out, part of it, because it is 2 percent of $10 million, it is 2 percent of 
$50, it is 2 percent of $100, that those firms are talking about. 

Mr, Riewiman. You are not trying to prevail upon us to be quiet, 
are you, sir? 

Mr. Noonan, You have never been quiet, sir, and I congratulate 
you. I mean that, but I am telling you of all these forces behind the 
scenes. 

Mr. Rirniman. We recognize that, but we have another respon- 
sibility and that is the welfare of small business in this country. I 
am sure that our committee is going to look at this problem objec- 
tively, and I am hopeful and I feel confident we will come forth not 
only with recommendations for tax reductions which we have in the 
past, but with other recommendations to help small business. 

Mr. Noonan. Thank you very much, sir. That is good news. 

The Cuamman, Mr. Yates. 

Mr. Yarxs. No questions. 

The CuarrMan, Mr. Seely-Brown ? 

Mr. Szery-Brown. Mr. Noonan, on page 2 of your testimony you 
have mentioned the fact that we are living in an age where big busi- 
ness is getting bigger through mergers. Why do you suppose that 
condition is going on today ? 

Mr. Noonan. Well, there are a number of factors. One is that in 
many cases big business can buy a small business that is struggling 
because it has not sufficient operating capital, has excellent engineers, 
and I am thinking about Control Engineering in Norwood, Mass., 
that was absorbed by Detroit. Controls and three of my best friends 
were thrown out on their ears, so I know that situation. Now they 
had fine engineers. They had fine patents, but the man who had the 
most invested in there was getting old, and he was afraid that when 
he died, his estate would have to pay an enormous estate tax, and have 
to pay it immediately in cash, and it was not in cash. So he listened 
very, very attentively to the seduction of Detroit Controls and they 
bought his plant. I mean there is that angle. There is the other 
angle that a man is getting old, he has no children. He has got a fine 
business, and his competition is getting stronger and stronger and 
the big business frequently buys the small plant and pays the owner 
back with his own money. 

That is a cruel thing, but I think that is true. I think you all 
know that, don’t you? 

Mr. Sreity-Brown. What I am getting at is, are we legislatively 
forcing big business to stay big ? 

Mr. Noonan. Only by omission, and that is the omission to do what 
we suggest here, and the omission to cut taxes. 

Mr. Srety-Brown. That is what I am getting at. In other words, 
we come right back to that same point where we see this growth and 
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this continuation and rapid growth of mergers, and I am wondering 
if it is not because of action that is being taken down here that we 
have forced that condition, and if we took legislatively corrective 
action here, I wonder if we could undo some of that. 

Mr. Noonan. I am sure of that, sir, I am positive of it, and you, I 
want to say, sir, are aware of that and show that you are aware of it. 

Mr. See.y-Brown. The other question that I have is this. In 

our suggestion of setting up a bank parallel to the Federal land 
Saale, as you analyze the situation in New England, do you believe 
that the Federal land bank now is a factor in helping resolve the 
agricultural problems that New England faces? 

Mr. Noonan. I am not competent to talk about that because I do 
not know anything about it, sir. 

Mr. Seerty-Brown. The reason I ask that, and I do not know 
whether it is or not 

Mr. Noonan. I don’t, either. 

Mr. Seety-Brown. If you are setting up a similar bank, I am won- 
dering if it would have the effect that you would want it to have. In 
other words, I am just wondering how effective that program is right 
now as it affects the small farmer in New England, and [ am wonder- 
ing if you could actually check that parallel before recommending a 
similar program for small business. 

Mr. Noonan. I would not attempt to compare the area’s land bank 
versus small business, the small-business program in Iowa or Indiana 
against the farm land bank there. There is an infinitely greater 
appeal for the land bank against the small business, and there is very 
much less appeal in New England which is not primarily agricultural. 
New England is the home of small businesses and per capita has the 
largest number of small businesses in the United States. 

Mr. Seety-Brown. I have another question, and that is this: You 
talked about the man that came to you with $10,000. If he had $10,000 
invested in a business he would be able to go down to the SBA and 
possibly get a loan. 

Mr. Noonan. Yes, and SBA have very competent people now, at 
least in New England. For example, they have one man in charge 
there who has had 20 years in the RFC and he is very competent, and he 
takes into account the possibilities of that fellow making good, based 
on his experience and based on his judgment of the fellow’s character, 
and based on what that particular kind of business requires in the way 
of capital investment. 

Mr. Sre.ty-Brown. What I was getting at is that in the case history 
that you gave, namely, the man who had $10,000 and wanted to start 
the new business, as Mr. Multer described it, do we have existing 
agencies in the Government that possibly could resolve his problem ? 

Mr. Noonan. Yes, but not very likely. 

Mr. Seety-Brown. Not very likely ? 

Mr. Noonan. No, not very likely. 

Mr. Sre.y-Brown. In other words, there is no agency of the Federal 
Government that can properly assist in securing equity or risk capital 
for small business. That is all, Mr. Chairman. Thank you. 

The Cuarrman. Mr. Steed. 

Mr. Steep. No questions. 


The Cuairman. Judge McCulloch? 
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Mr. McCuniocn. I would like to ask a few questions. I was par- 
ticularly interested in your reaction to the New England Development 
Corp. Did I understand you correctly to say that you are disappointed 
in the results brought about by these corporations? 

Mr. Noonan. I am very, very, very greatly disappointed. I cannot 
say that so much with regard to the Massachusetts one as I can say it 
with regard to the Rhode Island one and the Vermont one and the 
New Hampshire one, and it is not altogether because of the develop- 
ment corporation. The original charter is entirely different, and the 
way they proceed is entirely different. 

Mr. Srety-Brown. Do you think they do not have enough authority 
under existing State law ? 

Mr. Noonan. Yes, I do so think that. 

Mr. Serty-Brown. Have you and your group sought to increase 
that authority by any legislative act in the respective States? 

Mr. Noonan. We have suggested it, sir, an enlargement and ex- 
pansion of the charter of the MBDC. They have a man in charge of 
that MBDC who is pulling it along very fast and we are doing 
everything we can do to help him. His name is Mr. Wood, who is 
the chairman of the board of Swank, and he is a dedicated man 
doing a very excellent job as far as he can go, but it is insignificant 
against the demand. 

Mr. McCutizocu. Have these corporations exhausted all of the 
resources that they have as of now ? 

- Noonan. Oh, yes. They have got practically no money to 
end. 

Mr. McCutxocn. Do they have any money to lend? 

Mr. Noonan. Oh, a very small percentage of what they ought to 
have, if they had gone along the way we originally estimated. 

Mr. Sre.y-Brown. What I am trying to get at is, are there so 
many pending applications that they cannot be acted upon and for 
which funds are not available if they be proper applications at this 
time? 

Mr. Noonan. Well, sir, we all are statistically minded, and a 
question like that is impossible to answer because, for instance, I 
know that the number of applications now pending in SBA is not 
completely indicative by a long shot of the number of people who 
would like to get a loan for those purposes, because it gets around 
that you have to go through all this and you have to do this and you 
have to do that. I'll bet you there are 50 people in the last 3 months 
have asked me to get them applications for a loan and I never hear 
any more from them when they get the forms. 

Mr. See.ty-Brown. You mean a loan from the Redevelopment 
Corporation ? 

Mr. Noonan. SBA. I had five in the last month. For instance, 
the Business Development of Massachusetts will not lend any money 
except to a manufacturing concern. The law does not provide that, 
but the board of directors have made it a policy that they will only 
lend to manufacturing concerns on the theory that manufacturing 
concerns are the only ones that produce payrolls that help a commu- 
nity, which to me is perfectly ridiculous. 

Mr. Srety-Brown. Yes. 

Mr. Noonan. A laundry produces payrolls, too. 
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Mr. McCutxtocn. But I would like to get back again to the main 
question. You are putting into the record the fact or the statement 
that the resources of these development corporations are substan- 
tially exhausted now? 

Mr. Noonan. They are exhausted ? 

Mr. McCutiocu. Are exhausted. 

Mr. Noonan. Absorbed, you mean. 

Mr. McCutiocu. No, exhausted; there is no money to loan. 

Mr. Noonan. Oh, yes, Iwould say that, sir. 

Mr. McCuttocn. ‘There is no money to loan there. 

Mr. Noonan. No. Well, 1 wouldn’t say no money. 

Mr. McCutxocu. Substantially. 

Mr. Noonan. Substantially; 1 would say that, sir, and I am talk- 
ing about what they tell me themselves. 

Mr. McCutiocn. Why aren’t additional resources going into the 
development corporations if it can be loaned to corporations with a 
reasonable chance of it being repaid ¢ 

Mr. Noonan. I do not know, sir. I think probably it is because of 
the public relations of the corporation. They have not oe 
advertised the thing and have not sufficiently sold the thing. I thin 
it is probably more that than anything else, sir. 

Mr. McCutxocu. Are these development corporations staffed in 
their executive departments and in their boards of directors or trustees 
with competent, experienced New Englanders? 

Mr. Noonan. The Massachusetts one is, and my judgment is—this 
is my personal judgment—that the others are not. 

Mr. McCutxocu. Do you think that we could staff, what do you 
call them, equity loan banks, with competent people who would de- 
termine these questions which are so difficult as indicated by Mr. 
Multer’s questions ¢ 

Mr. Noonan. I think that this would have a very much more gen- 
eral appeal and a very much greater feeling that this is our small- 
business bank, these are our people, these are small businesses. These 
are fellows concerned with and who know the small-business angle, 

Mr. McCutxocn. And you do not believe that the existing Small 
Business Administration has sufficient authority to make the type of 
loan that you have in mind ¢ 

Mr. Noonan. No, I do not think so. 

Mr. McCutiocn. And if you were a Member of Congress, would 
you be willing to commit public tax money to enterprises that were of 
the nature that Mr. Multer has described ¢ 

Mr. Noonan. You see, our plan does not contemplate having a Gov- 
ernment bureaucrat do that. 

Mr. McCurxocn. But ultimately your plan does—— 

Mr. Noonan. This is going to be determined by associations of 
small-business men. 

Mr. McCutiocn. Yes, but your plan does contemplate the using 
of public money, of tax money, does it not ? 

Mr. Noonan. Of course, in the beginning just like the land bank, 
but they got it back over a period of 30 years. It paid off completely. 

Mr. McCutxocu. The loans that would be made to small business 
would be essentially different than the loans that were made by the 
Federal land banks and the security therefor would be essentially 
different, would it not? 
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Mr. Noonan. That would be true. But 14 years ago the land bank 
got the authority to lend farmers on general credit. 

Mr. Hix. If you will pardon me, commissioner’s loans. 

Mr. Noonan. You know more about that than I do. 

Mr. McCouttocn. But in every instance there was some security, 
either of real property, that is of farm land or equipment or live- 
stock, wasn’t there? 

Mr. Noonan. Not always, no. It was to pay past debts in many 
cases. 

Mr. McCutiocn. But there was always security required for the 
payment of debts, was there not ? 

Mr. Noonan. You could answer that question, sir. 

Mr. McCruiiocn. That is my impression. I think perhaps the 
record ought to show that. 

Mr. Hirt. Yes. Very little security sometimes on the commissioner 
loans because the farmers were in a position due to drought or other 
difficulties where in many instances they did not have much security 
behind the commissioner loan, But of course the commissioner loan 
was an additional loan, so the land bank still had the first mortgage 
on the farm. 

Mr. McCuttiocxu. Which was land and improvements. 

Mr. Hirt. That is right. 

Mr. McCutxocn. And which had certain values established by ap- 

raisers chosen for the purpose. What I am trying to show, Mr. 
oonan, is that we are in a most difficult field, and we are plowing 
virgin soil. 

Mr. Noonan. That is right. 

Mr. McCutiocu. We may talk about the land banks and its au- 
thority, but certainly in their inception and for weli over a decade 
their authority and the ability of the borrower to repay was im 
measurably greater than what we have been talking about here. 

I would also like to ask this question. I agree with the statements 
that have been made that taxation bears heavily on small business 
in particular, but it bears most heavily on individuals, too, and it 
also bears most heavily on big business. Now can we, by law, without 
unjust discrimination, grant aid and assistance to small business, with- 
out unjust discrimination against individuals and big business? 

Mr. Noonan. Now let’s take big business. Big business. if you 
reduce the first $25.000 of earnings from 30 to 20 percent, big business 
gets the benefit of that, too. Of course it does not mean much to them, 
but they get the benefit of it, You could not possibly just give it to 
smal] business alone. 

Mr. McCouttocn. All right. Now let’s take the individual equa- 
tion there. To make myself clearer, take the example of the unincor- 

orated young man who had $10,000 and wanted $10.000 more or 

50,000 more or $100,000 more. Can we grant him tax relief by reason 
of the fact that he is engaged in business, without discriminating 
against my colleague here who will have the same income from either 
investments or from salaries? And if so, how can we grant tax relief 
without discrimination ? 

Mr. Noonan. You have many times increased the corporate taxes 
without increasing the taxes on individuals. You do not always si- 
multaneously work those two together. However, some of these bills 
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that are proposed operate for the individual, proprietorships and in- 
dividual owners. That can be accomplished; I think your bill pro- 
vided for such a thing, did it not, Mr. Seely-Brown ? 

Mr. Sre_y-Brown. In answer to one of the previous questions 
where Mr. McCulloch questioned you about the development cor- 
poration, you indicated a certain personal displeasure with man- 
agement in certain areas. 

Mr. Noonan. Rhode Island, particularly. 

Mr. Sre.y-Brown. Yes, but I would say you are not dissatisfied 
with management in the Connecticut Credit Development Corp., are 

ou? 

r Mr. Noonan. I am not, sir. 

Mr. Sre.y-Brown. I wanted the record to indicate that you modify 
your original indictment. 

Mr. McCutiocn. Now this is a practical question. I was pleased 
with your statement that you and the members of your association 
were, in general, strongly in favor of these tax bills that have been 
introduced, I think, by every member of this committee. I wonder 
if you have done more than lipservice to those bills. Have you had 
every one of your members write every United States Senator and 
every Member of the House and all members of the Ways and Means 
Commit'ee, setting forth their opinions about this tax relief and what 
it would mean ? 

Mr. Noonan. We most certainly have. We had an avalanche about 
8 or 9 months ago, and they were written as individual letters. You 
ask Congressman Patman. He got a raft of them and so did you. 
Look, those fellows, our members, are an unusually select group. 
They are a thinking group; and, when you ask tee much and when you 
start to talk about public handouts, they say “We are not going to 
have any of that or we will get out of your organization,” and I will 
bot von * vet a hundred letters like that. 

Mr. McCutiocn. Well, it is apparent that you have a very good 
membership. That isall, Mr. Chairman, 

The Cuarrman. Mr. Brown. 

Mr. Brown. Mr. Noonan, I wonder if we haven’t strayed a little bit 
from your original discussion here. Originally I got the idea on 

age 1 that you are talking about the crying need being good, well- 
froniaeed, and modern tools of production for these small businesses. 
Do you think those good, well-housed, and modern tools of produc- 
tion enn bs acquired better by loans or by risk capital that stays in the 
business, that does not have to be paid bck ? 

Mr. Nconan. You ask me if I would prefer to have the risk capital 
that does not have to be paid back? 

Mr. Brown. Yes. 

Mr. Noonan. I would say yes. If you ask me if T would like to 
see sources of equity capital buying common stocks and so on, I would 
sav that would be the infinitely fine way to do it. 

Mr. Brown. In other words, you are saying that that is better than 
these loans that have to be paid back? 

Mr. Noonan. If we can find this equity capital, we won’t need the 
loan. 

Mr. Brown. The discussion has veered toward the SBA and other 
established lending organizations, but it has been my experience in 
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small business, and in contacting other small-business men, that actu- 
ally the need is for capital that does not have to be paid back in even 
5 or 10 years. 
Mr. Noonan. That is the No. 1 need. You don’t get that out of 
SBA. 

Mr. Brown. That is right. There are two sources for it as you 
discuss it in your testimony here. First you say that it can come 
from a change in the tax structure? 

Mr. Noonan. That is right. 

Mr. Brown. All right. Now, you have 600 members. What per- 
centage of your members are incorporated and what are proprietor- 
ships or partnerships ? 

Mr. Noonan. I would say two-thirds of them are incorporated. 

Mr. Brown. Two-thirds are incorporated ? 

Mr. Noonan. Yes. 

Mr. Brown. Have you seen any national figures on the number of 
small businesses that are incorporated versus 

Mr. Noonan. I know what the income taxes sent in are—440,000 
last year. 

Mr. Brown. 440,000 corporates ? 

Mr. Noonan. Yes, corporate tax returns. 

Mr. Brown. There are considerably more businesses than that, 
aren’t there? 

Mr. Noonan. Oh, yes, 90,000, 95,000 in New England—pretty close 
to 3 million, I suppose, in the United States. 

Mr. Brown. Mr. Patman used 4 million small businesses. Less than 
10 nercent of them are incorporated ? 

Mr. Noonan. That is correct. 

Mr. Brown. When you speak of tax relief in the lower bracket of 
$25,000 or under: on corporate returns, we are going to hit about 10 
percent of them, are we not, sir? 

Mr. Noonan. That is right, sir. 

Mr. Brown. Do you consider that adequate tax relief to meet the 
small-business problem ? 

Mr. Noonan. Of course not. I am only talking about what has 
already been proposed, and we have not even gotten that. That is 
what I am talking about. 

Mr. Brown. Let me go on record right here that I am heartily in 
accord with revisions of the tax structure to leave more equity capital 
for asmall business to expand. I think that is the big thing we can do. 

Mr. Noonan. Yes. 

Mr. Brown. And do fast. But now I beat my brains out with the 
Ways and Means Committee on this thing practically and here is the 
answer vou get: If you reduce the tax structure and make it so that 
it appéals to a small-business man, the first thing you are going to get 
is a tremendous amount of new corporations created by the big 
cornorations as just small units of their whole operations. 

Mr. Noonan. That is the most cowardly admission I ever heard. 
Tf we have not got sense enough in our Justice Department and in our 

legislatures to set up methods of stopping that piece of skulduggery, 
then we had better go out of business entirely. 

Mr. Brown. Let me give you an example of what has happened in 

one particular case that I know of. The enterprise in total is ap- 
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osroximately a $5-million operation, let us say, capital net worth, 
but there is no single unit of it that makes over $25,000 a year, and 
there are many corporations that comprise the total. Now, that isn’t 
skulduggery. ‘That is absolutely legal, is it not, sir? 

Mr. Noonan. Well, there are some legal things that, in my opinion, 
are morally skulduggery. 

Mr, Brown. I agree with you. But when you go to administering 
a tax law, there seem to be very few morals sometimes. At least there 
is that problem. And also there is the problem of the proprietorship 
and the partnership, do you not manent 

Mr. Noonan. That is right, and some of these bills solve that, too. 

Mr. Brown. Yes,sir. And there are plenty of answers that.the Ways 
and Means Committee and the administration have not yet faced and 
probably will get to it sometime next year, we hope. 

But in view of all those problems and the complications involved, 
you would not tell the committee that revisions of the tax structure 
would solve this problem wholly, would you ? 

Mr. Noonan. Oh, no. 

Mr. Brown. That is why you have proposed sort of an equity and 
loan setup ¢ 

Mr. Noonan. To fill in the gap. 

Mr. Brown. Yes, sir. Now, in your proposal here then you have 
patterned your suggestion after the Federal] jane bank, but as you say, 
you are not married to it; is that right 4 

Mr. Noonan. Oh, yes, that is right. This is merely a suggestion. 
If we can get something going and get something done, why, we will 
be perfectly delighted. 

Mr. Brown. What would you think of patterning a proposal of that 
kind, an organization more on the pattern of investment banks or 
investment trust funds and so forth that would actually provide equity 
risk capital that does not have to be repaid ? 

Mr. Noonan. I think that might be one of the solutions. Whether 
it would be the best one or not, I have not studied it enough to really 
make a judgment on it. 

Mr. Brown. You would not object to it, would you, sir? 

Mr. Noonan. Oh, no. 

Mr. Brown. In other words, if a big business wants to expand, it 
is a very simple matter relatively speaking ? 

Mr. Noonan. Yes. 

Mr. Brown. For them to go to an investment bank and to arrange 
for the financing in lump sum right there. They have sources, do 
they not ¢ 

Mr. Noonan. Yes. They go to insurance companies, too, and we 
cannot. 

Mr. Brown. That is right. What we must do, would you say, is 
to provide a source or sources for-small business that parallels that 
type of operation ? 

Mr. Noonan. I do not see how you could do. it, offhand. All we 
want is to get the equity capital. If you want to go down X Street 
and get it there or you want to go down to Y Street and you can get 
it down there without any obstructions—get it, that’s the point. 

Mr. Brown. Let me underscore that, word “equity capital” as. you 
used it; ta? 

Mr. Noonan. Right. 
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Mr. Brown. In order to do that, is there not a matter of education 
involved? Too many of our small-business men, I fear, do not dif- 
ferentiate between controlling the policies of their operation and own- 
ership of their operation. Too many of them want to own it all, for 
fear that they will lose control. 

Mr. Noonan. Yes. 

Mr. Brown. And I question whether they will ever grow and keep 
pace as long as they do not have partners on capital. Would you not 
agree with that ? 

Mr. Noonan. That is right. That is one of the biggest troubles. 
They want money and they want complete control, and they are not 
too ready to sit down and talk things over about the thing. But it can 
be done, and we are holding meetings all around to show them how. 

Mr. Brown. And the proper capital bank setup, whether it is pat- 
terned after your pattern or someone else’s pattern, could do a tre- 
mendous educational job in that respect ? 

Mr. Noonan. It has to. 

Mr. Brown. Now, another thing. We have veered off in the direc- 
tion of the young new man starting into business who just has his hat 
in his hand and maybe $10,000; but actually is not the need more for 
the man who has actually proved that he knows the business. But 
when it comes to taking over the retiring boss’ setup under an owner- 
ship proposal or in a case of trying to modernize his plant even to the 
point of air conditioning and refacing his retail store—that is where he 
needs the risk equity capital that he does not have to pay back? Would 
you not say that that is more the type of individual ? 

Mr. Noonan. That is where he needs it and that is where he deserves 
it, that fellow. 

Mr. Brown. What he is faced with right now is that he cannot have 
as good looking a store building as J. C. Penney Co., or Sears down the 
street because he can’t get hold of the risk capital to do it and the 
equity capital that he does not have to pay back in 5 or 10 years; is that 
right? 

Mr. Noonan. If he did, his sales and his profits would go up quickly 
to nay forit,too. Tknow. Iwasin that business. 

Mr. Brown. I think if we concentrate more on the man who has the 
backeround but who has the problem of equity capital—and I agree 
wholeheartedly that the tax approach and some sort of capital bank 
structure offer the best solutions—I think that we are on the right 
track then. Do vou agree with that, Mr. Noonan? 

Mr. Noonan. I agree with that. and IT want to say that I have re- 
ceived more information here than I have given you. 

Mr. Rrown. Thank you. 

The CrratmrMan. Mr. Hosmer. 

Mr. Hosmrr. Mr. Noonan, as I understand your testimony, it is 
to the effect that the tax burden is the crux of the problem of small 
business ? 

Mr. Noonan. No. 1, that is what we say. 

Mr. Hosmer. For that reason. with a very few exceptions, small 
business has no, or at least limited, means of obtaining equity capital 
or of receiving loons for long term; is that correct ? 

Mr. Noonan. That is correct. 

Mr. Hosmer. Now, in the equity capital. risk capital case, is it be- 
cause investors cannot see sufficient net profits after taxes to reward 











PROBLEMS OF SMALL-BUSINESS FINANCING 79 


them to the extent that they would like to be rewarded or could be else- 
where rewarded for their investment ? 

Mr. Noonan. Yes. He puts that money in a big company where he 
spreads the risk, or he puts it in tax-free municipal bonds and he has 

ot a lot of outlets for his money. 

Mr. Hosmer. He gets a better return with less risk ? 

Mr. Noonan. The only thing you can get out of a well organized 
small business is capital to put his money into capital gains, you see. 
That is the only reason he has got the dough in smal] business, be- 
cause he knows if it is very successful, very rapidly the tax bite will 
take most of it anyway. It will not be in dividends. 

Mr. Hosmer. Is it not true then that in the case of lenders looking 
at a small business, they do not see sufficient net profits after taxes to 
pay back the loan, in many cases ? 

Mr. Noonan. That may be. 

Mr. Hosmer. If that is not the reason why small-business loans are 
not attractive, what are the reasons? 

Mr. Noonan. Well, we have been going over that in the whole hear- 
ing. 

Mr. Hosmer. I understand that, but does not it break down to the 
fact that it isa more risky loan ? 

Mr. Noonan. Naturally it is. It is a more risky loan than lend- 
ing to General Motors. 

Mr. Hosmer. And one of the reasons that it is a more risky loan 
is that there is less chance of profits after taxes to pay it back? 

Mr. Noonan. That is right. 

Mr. Hosmer. It is also risky because, say, the death of the president 
of a small firm would be a greater factor than the death of the presi- 
dent of a large corporation ? 

Mr. Noonan. That is correct. 

Mr. Hosmer. You have many other factors involved here than just 
this matter of profits after taxes? 

Mr. Noonan. Oh, yes. It is not that easy. There are a lot of 
other things. 

Mr. Brown. Would the gentleman yield for just one question ? 

Mr. Hosmer. Yes. 

Mr. Brown. Do you have facts and figures, Mr. Noonan, to back 
up the statement that there is less chance for profit in a small-busi- 
ness operation than in the blue chip corporations ? 

Mr. Noonan. Oh,no. I never said that. 

Mr. Brown. Did you interpret the remarks to be that ? 

Mr. Noonan. No. He is talking about the investor, not the owner. 
There is plenty of opportunity for profits. 

Mr. Hosmer. Mr. Noonan, I would like to carry that one step fur- 
ther from a tax angle. It is not only the Federal taxes that piace 
the burden here. It is State and local taxes as well: is it not? 

Mr. Noonan. You said a mouthful, believe me. That is true. 

Mr. Hosmer. So that even if this committee and this Congress could 
solve the problem from the Federal standpoint there would still be 
unsolved areas, unless the State and local governments respond ? 

Mr. Noonan. You are not going to clean up the whole mess by pass- 
ing one bill, but this is the big guts of the thing. This is the crux 
ofthething. This isthe great big bulk of the thing. 
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Mr. Hosmer. All right. With this background and now having 
through our hearings so far established two different financial prob- 
lems of small business, one, the risk capital, and a second is the long- 
term loan 

Mr. Noonan. That is right. 

Mr. Hosmer. I would like to read you a portion of the chairman’s 
statement this morning. He said: 

The SBA reports that assistance is denied in numerous instances because, 
among other factors, the applying small-business concern does not have available 
to it adequate capital. 

Would your interpretation of that be that he is speaking of adequate 
risk capital ? 

Mr. Noonan. I think he is talking about operating capital. 

Mr. Hosmer. But operating capital may come either from risk 
capital investments or from long-term loans; is that right? 

Mr. Noonan. That is right. 

Mr. Hosmer. When it comes to loans, you have stated that in the 
short-term field, small business is being adequately taken care of ? 

Mr. Noonan. Yes; I would say by and large that is so. 

Mr. Hosmer. Is the primary need in the intermediate term or in 
the long-term field? 

Mr. Noonan. Both. 

Mr. Hosmer. What is a line of credit in a bank, Mr. Noonan ? 

Mr. Noonan. Well, if you are a pretty good small business—I am 
just talking of people I have taken into banks—if you are a pretty 
good small business, you can get extensions to 18 months to 2 years 
and, in exceptional cases, 3 years. 

Mr. Hosmer. That is an intermediate type of loan ? 

Mr. Noonan. Yes. But you have got to have a long period of bein 
a depositor in that bank and of having gotten other loans and paid 
them off promptly, and so on. 

Mr. Hosmer. The chairman also mentioned during his statement 
statistics from an organization known as Standard Factors, Inc., re- 
specting the number of small businesses that have lines of credit now. 
Does lines of credit not also include short-term credit in that sense, or 
is it intermediate-term credit ? 

Mr. Noonan. Usually it is intermediate terms, what they mean. 
Now, I will give you an example that proves what he says there is 
true. I took a man from Worcester into a big bank, a good, big bank 
in Boston. He wanted to borrow some $200,000, and the banker is 
a very good friend of mine, a very personal friend of mine. After 
the prospective borrower left, he did not say it was off the record, al- 
though I would not mention his name, but he said: “This tight money 
policy has got me where I cannot take care of the depositors that want 
to borrow money here, good depositors.” He said, “Obviously, I can- 
not take somebody from another area.” 

Mr. Hosmer. This is what Standard Factors, Inc., included in their 
‘statistics and I do say it amounts, the line of credit amounts essentially 
to an intermediate term financing arrangement ? 

Mr. Noonan. Dr. Neal can answer that very much better than I. 
He.is an expert banker. Ask him that when he comes up. 

The Caiman. He will be here this afternoon. 
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Mr. Hosmer. Let me ask you something else about this proposed 
Federal Small Business Equity and Loan Act. You say that it is for 
the purpose of loans and advances to small business in your statement. 
Now, what is the difference between a loan and an advance? 

Mr. Noonan. A loan usually we think of as something that you have 
a certain amount of collateral on, and so on, and what we mean by an 
advance is that your inventory, because you have a seasonal business, 
for instance the toy business, a fellow has got to get in August all of 
his materials in the toy business because he has got to manufacture it 
by the ist of October and get it out. Do you see what I mean? 

Mr. Hosmer. It is not risk capital you are talking about? 

Mr. Noonan. No. This is just an advance on unusual inventories 
or unusual accounts receivable. You know he can borrow on accounts 
receivable now. 

Mr. Hosmer. I understand that. I am trying to direct this—— 

Mr. Noonan. 12 percent and more. 

Mr. Hosmer. In specific relations to this. If you will just answer 
my questions, Mr. Noonan 

Mr. Noonan. I would say that advance means a month or two for 
purposes of inventory or accounts receivable expansion. 

Mr. Hosmer. Then the purpose of this suggestion would be to take 
care of both short-term and long- and intermediate-term credit? 

Mr. Noonan. Yes. 

Mr. Hosmer. It had nothing to do with risk equity capital ? 

Mr. Noonan. Well, unless you consider as we all do that when you 
get into a long-term credit we think of that as equivalent to equity 
capital. 

Mr. Hosmer. You also state that every advance made by the coop- 
erative to a small business should assume complete and absolute re- 
payment on terms profitable to the cooperative. 

Mr. Noonan. That is a suggestion based on the idea that is in the 
land-bank loan where the association, the Farmers Association 

Mr. Hosmer. This has to be a good loan ? 

Mr. Noonan. Yes. 

Mr. Hosmer. Since net profits after taxes are not the only factor in 
determining whether a loan to small business is a good loan, some of 
these other means and factors would have to be considered in the coop- 
erative’s determination to make the loan ? 

Mr. Noonan. That is right. 

Mr. Hosmer. Or at least the loan made more attractive and profit- 
able to the cooperative 

Mr. Noonan. That is correct. 

Mr. Hosmer. To take those factors into consideration ? 

Mr. Noonan. That is correct. 

Mr. Hosmer. Is that correct ? 

Mr. Noonan. That is correct. 

Mr. Hosmer. Now the cooperative, as I would envision it, would 
be in itself a nontaxpaying type of organization; is that right? 

Mr. Noonan. That is what we contemplate. 

Mr. Hosmer. That would be of some advantage ? 

Mr. Noonan. Yes. 

Mr. Hosmer. How else would you sweeten up or make these loans 
by such a body, or even by regular financing institutions, more 
attractive ? 
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Mr. Noonan. Well, of course, there are factors in the operation of 
small business which could by improved management 
Mr. Hosmer. How are you going to get around this business of 
just simply more dependence for security of the loan on the man who 





is president of the corporation of a small business as distinguished ° 


from one who is president of a big business ¢ 

Mr. Noonan. I didn’t get that. 

Mr. Hosmer. You told us who was president of the company or 
running it was a greater factor in making a loan to a small business 
than a big business, because the company is more dependent on him, 
on his health, his staying alive, and so forth. 

Mr. Noonan. That is right. 

Mr. Hosmer. How are you going to get around that disadvantage 
of making a loan to a small rather than a big business, and making 
it attractive for this cooperative ? 

Mr. Noonan. Very simply; pass that bill that has in it the 10- 
year clause within which that fellow can pay his estate taxes. 

Mr. Hosmer. I am talking about it from the standpoint, not of the 
fellow’s estate taxes as the owner of the business. I am talking 
about it from the lender’s standpoint. If I lend your compan 
money because of your excellent reputation, your staying alive until 
it is paid back, that is one of the securities I have and one of the 
risks [ take. 

Mr. Noonan. The fellow who is going to borrow the money bor- 
rows it from the association, and they know the fellow. They know 
all about him and they are in touch with him. 

Mr. Hosmer. But they are taking a bigger risk when they lend it 
to his company than when they lend it to a big business, because they 
depend more on him to stay alive than they do the manager of a 
big business to stay alive? 

Mr. Noonan. Obviously that is true. 

Mr. Hosmer. That is a disadvantage in making loans to a small 
business whoever the lender is, whether it is the cooperative or the 
bank down the corner ? 

Mr. Noonan, That is absolutely right. 

Mr. Hosmer. Do you have any proposal or scheme or suggestion 
whereby the attraction could be equalized in that respect in making 
a loan to small business as against a loan to big business ? 

Mr. Noonan. I don’t have any suggestions. 

Mr. Brown. Would the gentleman yield ? 

Mr. Hosmer. Just a moment. At least, Mr. Noonan, that is one 
of our additional problems? 

Mr. Noonan. Oh, yes. 

Mr. Hosmer. That we face in this field ? 

Mr. Noonan. That is right. 

Mr. Hosmer. And there are probably many other additiong] factors 
in this particular field that makes it difficult and that will have to be 
explored and solved before we can round out a completely adequate 
solution ; is that correct ? 

Mr. Noonan. Oh, yes; it needs a great deal of research yet. 

Mr. Brown. I would suggest that that is not an insurmountable dif- 
ficulty, so much of the reliance being placed on the president, because 
a lot of loans and a lot of equity financing of small concerns these 


days are tied in with insurance where the company is the beneficiary. 
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Mr. Hosmer. I realize those things, but I point it out as one of the 

roblems incorporated in the overall solution. 

Mr. Noonan. Oh, yes. 

Mr. Hosmer. You mentioned another problem, Mr. Noonan, and I 
want to bring it up and reemphasize it again. The average small- 
business man does not want to dilute his equity in a business by selling 
a part of it off to somebody. He wants to get a loan and keep his 
entire equity, pay off the loan and have a bigger business when he gets 
through and own it all; is that correct ? 

Mr. Noonan. Usually that is true. However, they can be shown 
that if they want to attract in large measure equity capital, they are 
going to have to interest investors who are interested in getting capital 

ains. 
’ Mr. Hosmer. In other words, that is something that has to be done 
in connection with education and information in this field? 

Mr. Noonan. Absolutely. 

Mr. Hosmer. In directing a small-business man’s thoughts toward 
that habit of equity financing rather than exclusively the borrowing 
end of it ¢ 

Mr. Noonan. We are working on that to beat the band now in the 
last 2 years in educating our own people on that. 

Mr. Hosmer. I think that is all. 

The Cuaran. I am going to take very little time, gentlemen, be- 
cause it has been suggested we have an executive session, and this af- 
ternoon we want to hear Mr. Neal. I understand pretty well what 
you are advocating, and I think a lot of your association. And I per- 
sonally appreciate the fine work that you are doing in this regard. I 
don’t know of an association in the United States that has a more in- 
telligent approach to these problems than your own association, and I 
say that deliberately, knowing what you have been doing over a long 
veriod of time and knowing some of your people who are successful 
alamenten in their own rights; and they look at this thing from the 
standpoint of the public interest of the country and the future, their 
children and their grandchildren, and I appreciate the information 
that you gave us. 

On this capital bank idea, I wouldn’t agree with you on everything, 
like the tax-free bonds. I couldn’t agree with you on that. I want 
to do away with all tax-free bonds. 

Mr. Noonan. I would like to see that, too. 

The Cuarrman, Instead of just having a haven for the people who 
have the money. That is only a small matter between us, so we can 
iron that out. 

That difference we can iron out. However, we have got to get 
together in some way and fight for something—a tax program for 
small business, and with all fighting together. 

Mr. Noowan. That is right. 

The CuAtrMAn. We need a small-business tax bill. Commencing 
in January, I am ready to support Mr. Hill’s bill if necessary, or any- 
body’s bill, to get something done. We have got to get something 
done on taxes for small business. We are going to have an executive 
session soon, and I hope we come out with a plan that we can agree 
on, one bill for taxation, one that we can all get behind. We will pres- 
sure the Ways and Means Committee. I don’t mind telling a friend of 
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mine T am going to pressure him. One time one of the most valuable 
Members of this House, most important who held the highest position 
in the House of Representatives, accused me of having pressure brought 
to bear on him. I said, “Sure, I am trying to get pressure brought to 
bear on you. I am trying to do the right thing. It is in your inter- 
est.” I don’t mind bringing pressure to bear on folks. I don’t mind 
having pressure brought to bear on me, but we have got to get together 
in order to bring that pressure to bear. 

Now, then, on the tax bills that I have heard a lot about during 
vacation have been Mr. Hill’s bill and Mr. Curtis’ bill. You are ac- 
quainted with both of those; aren’t you ? 

Mr. Noonan. Yes; we had Mr. Curtis up, and he talked to our 
directors for 4 hours 1 night. 

The Cuatrman, Yes, sir. Now, the proposal that many of us have 
been discussing on this committee is one that would not cost the Gov- 
ernment any money. Budgetwise, it wonldn’t hurt anything. There 
would be no budget problem involved. There would be no raising of 
money, no paying of interest. It is the small-business capital bank 
idea that some of us have been thinking about. It is just in the idea 
stage, you know, but it is right along the line that you have suggested, 
and we would like to see small-business capital banks with 1 like the 
Federal Reserve, in each district, and with about $10 million in capital 
stock. It is our idea to get the Federal Reserve bank of that district 
to put the $10 million up. 

The Federal Reserve banks can do that. They can do it without 
trouble. They don’t need the surplus money they have. The bank 
presidents yesterday admitted they could do it all right. It wouldn’t 
be any inconvenience to them. We would have 12 small-business 
banks; each would have $10 million to start off with. Then they would 
have some money to operate on. They would have a Board in Wash- 
ington appointed by the President. There would be an overall Board 
composed of people who, of course, would view this thing from the 
public interest, and would have local boards, just like these Federal 
Reserve banks, and have branch banks in States where needed, with 
branch-bank directors, just like the Federal Reserve. They would be 
set up in the same pattern as the Federal Reserve banks, but inde- 
pendent of the Federal Reserve. I don’t want the Federal Reserve to 
have a thing to do with it, as far as I am concerned, because they have 
had the power to help small business for 25 years and have failed to 
do it. They don’t want it, and I don’t want them to have it, so we are 
all in accord on that. 

But we can at least work out something that we will all agree upon. 
The idea here is we have the money in these Federal Reserve banks 
that is idle and unused, and the plan I suggest would put that money to 
work. It wouldn’t cost anybody anything. 

Mr. Noonan. It sounds almost too good. , 

The Cuatrrman. I am just suggesting that. So, without objection, 
we will have an executive session now. Can we agree to meet at 1:30 
instead of 2 o’clock? Would that be all right? Without objection, 
we will have an executive session now, and we will resume our session, 
our nublic session, at 1:30 in this room this afternoon. 

(Whereupon, at 12 noon, the committee recessed to meet again at 
1:30 p.m. the same day.) 
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AFTERNOON SESSION 


The Cuarrman, The committee will please come to order. 

Is Mr. Neal present ¢ 

Mr. Nea. Yes, sir. 

The Cuairman. Mr. Neal, we are delighted to have you. You may 
proceed in any way that you ‘desire. After you finish, we will ask you 
questions, if it is all right. 

Mr. Neau. Thank you, Mr. Patman. 


TESTIMONY OF ALFRED C, NEAL, PRESIDENT, COMMITTEE FOR 
ECONOMIC DEVELOPMENT 


Mr. Neat. I have a short statement here which 1 might run 
through. 

The Cuarman, All right, sir. 

Mr. Neat. I think I could skip some part of it, if that is all right 
with you. 

The Cuarrman. Yes, sir; that will be all right. Then we will in- 
terrogate you. 

Mr. Neat. My name is Alfred C. Neal. I am testifying on behalf of 
the Committee for Economic Development, a private, nonprofit, non- 
political organization of businessmen and educators formed to study 
and report on the problems of achieving and maintaining a high level 
of productive employment and a rising standard of living within a 
free economy. 

CED has long been concerned with the adequacy of institutional 
arrangements for financing small, new, and growing business enter- 
prises and is convinced that present arrangements are not wholly 
sufficient. We are, therefore, pleased that the Small Business Com- 
mittee is devoting its attention to this important subject and is con- 
ducting the present hearings. I should like to begin my testimony by 
noting a few general principles that are well established in CED 
policy and underlie our views on assistance to small business. 

i. CED favors business and Government policies which will help to 
maintain a high rate of economic growth and avoid sharp fluctuations 
in production, employment, and prices. 

2. CED recognizes the need for and advocates the appropriate use 
of monetary policy, and, specifically, the application of a restrictive 
monetary policy in times of inflationar y pressure and monetary ease in 
per iods of recession. 

3. CED has long opposed Federal Government subsidies, direct 
loans, or unrestricted guaranties of loans, except in periods of emer- 
gency. CED believes it to be important that our private financial 
system be able to meet all the financing needs of private business under 
all ore nary circumstances. 

. CED believes that it is important to economic growth to review 
oy reconstitute our Federal tax structure, which reached its present 
position largely by legislation hastily adopted in wartime, with a 
view to lessening its adverse effects on growth as well as to eliminating 
inequities. 

I should like to insert there, if I may, a comment that I doubt that 
any revision of the tax structure that is likely to be feasible in the 
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immediate future would eliminate the need for special financing in- 
stitutions for small business. 

These basic positions have led us to certain conclusions with respect 
to public policy toward smaller business enterprises. 

First, CED believes that a healthy birth and growth rate for small 
business is needed to maintain a satisfactory rate of growth in the 
economy. Equality of opportunity for every type and size of busi- 
ness should be a national goal. Such equality of opportunity is vital 
in preserving a healthy, growing, and productive system of business 
enterprise and, by the same token, the well-being of this country. 
Under present conditions, we need more than ever the initiative and 
experimentation that small business provides; it is a source of strength 
in America which cannot be nied by the Soviet Union. 

Second, CED recognizes that financing available to small- and 
medium-size business is not adequate for its fundamental needs, and 
that additional sources of financing are necessary. I shall expand on 
this shortly. 

Third, the perennial consideration of special legislation to aid in 
the financing of small business is, in large measure, the result of a 
tax system which has dried up previously available sources of equity 
capital. 

Bare, as I have said, CED favors a general review and reform of 
the tax structure. CED has not advocated new legislation to give 
special tax benefits to small business or, as is often proposed, only to 
— corporations, which make up only a small fraction of all small 

rms. 

Let me turn now to the specific question of small-business financial 
problems. We all know much less than we should like to about these 
problems, as well as about other aspects of small-business operations, 
including their profitability. The Federal Reserve Board is to be 
commended for undertaking a study, now underway, of small-busi- 
ness financing. I hope that it will add significantly to our knowledge. 
The information now available indicates that the major continuing 
deficiency in financing available to small business is not in short-term 
credit but in intermediate and long-term money. Such capital, in 
the form either of equity capital or of long-term debt, is required by 
growing businesses both to finance investment in plant and equip- 
ment and for permanent expansion of working capital. 

Substantial evidence, including both statistical surveys and the 
testimony of individuals broadly familiar with the situation, shows 
this to be the case. I will here mention only the repeated testimony 
of the Federal Reserve Board, including statements of Mr. Thomas B. 
McCabe in 1950 and of Mr. William McChesney Martin, Jr., in 1957 
before the Senate Committee on Banking and Currency; surveys by 
the Department of Commerce; and a broad study of small-business 
problems by Dr. A. H. Kaplan prepared for CED and published in 
1948 under the title, “Small Business: Its Place and Problems.” 
CED’s own business contacts also bear this out. 

The reality of this need is further substantiated by the experience 
of State development credit corporations which have been chartered 
in at least 14 States. The State development credit corporations, 
though small, new, and actually in business in the sense of havin 
made loans only in seven States, have found that there is a real need 
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for their services. Thanks to a continuing survey conducted by the 
Federal Reserve Bank of Boston, data are available on the operations 
of the six northeastern development credit corporations—those in 
Maine, New Hampshire, Massachusetts, Connecticut, Rhode Island, 
and New York. 

These 6 corporations have 809 stockholders who have bought nearly 
$1.75 million worth of stock (as of June 30, 1957). A total of 484 
financial institutions—banks, insurance companies, and others—have 
become members of these corporations, and in doing so have pledged 
themselves to lend up to $28,940,000 to the development credit cor- 

orations. These corporations have called from their members nearly 
$8 million for the purpose of carrying on their activities. 

These 6 corporations have received 924 applications for loans or 
other financing and have approved 309 loans for a total amount of 
$23,377,000. 

So far the record shows only 4 losses, totaling $40,449. 

It should be emphasized that these State development credit cor- 
porations conduct business under rules which prevent the making of 
any loan or investment that any of the member institutions may wish 
to make themselves, or that can be made by any similar conventional 
institution. We have here, therefore, a record of the extent of the 
unsatisfied need for credit which cannot be obtained from conven- 
tional financing institutions. This record should forever lay the ghost 
of the argument that there is no need for these institutions. 

In fact, one of the most important needs which has been met by 
these institutions is that of “a court of appeals” for credit. A business 
turned down by a local bank or insurance company can always be 
referred to a development credit corporation which will review its 
financing needs without prejudice. 

This review, I have been .told, has resulted in the placing of more 
loans outside the corporation than have been made by the corporations 
themselves. This is because somewhere along the line one of the 
member institutions, after the more thorough investigation made by 
the credit corporation, often decides it will do the financing and 
exercises its privileges to take on the customer rather than permit 
it to remain with the development credit corporation. Thus the de- 
velopment credit corporations have improved greatly competition in 
the credit market, at least as it applies to marginal credit risks. 

As long ago as 1947, the research and policy committee of CED 
issued a policy statement entitled “Meeting the Special Problems of 
Small Business.” An important section of that statement is headed 
“Capital Banks for Smaller Enterprises.” This section makes clear 
that CED favors the establishment of capital banks as an important 
contribution to meeting small-business financial requirements. Per- 
mit me to quote from it: 

Present banking facilities should be supplemented to open up, for the small 
enterprise, channels for capital loans and equity capital. The committee sug- 
gests the formation of new capital banks for this purpose. 

The small-business front is broad and varied. Its requirements for equity 
capital are large and continuous. Our tax system has showed up the rate at 
which the small enterpriser can plow back profits to increase equities. The 
traditional friendly neighbor or relative who is prepared to make a personal 


investment in an attractive venture is increasingly rare. The commercial bank 
is ordinarily not geared to the sharing of investment risk with its borrowers. 
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There is, therefore, the need of a financing agency devoted exclusively to the 
requirements of small business for long-term and equity capital. 

On the premise that unnecessary duplication of facilities should be avoided, 
this suggestion contemplates the setting up of special capital banks as an ex- 
tension of the present commercial banking system. The capital banks would be 
chartered under the Federal Reserve System and would operate under banking 
rules adapted to their special purposes. Initially the stock of a capital bank 
for a given community or area could be subscribed by the banks therein up to a 
specified percentage of their capital and surplus. In order to enlist broad in- 
terest and experience in behalf of the capital bank, business firms and individual 
investors should also participate. Apart from their capital contribution, busi- 
ness participants in the capital banks are advisable to contribute their experience 
as to the conduct of the businesses to which equity capital may be advanced. 

The chief clientele of the capital bank could be expected to be customers re- 
ferred by the commercial banks. The capital bank would be empowered to make 
long-term loans to or purchase the securities of small- and medium-size firms. 
The securities could include bonds, preferred stock or common stock. The 
activities of the bank would be focused on the requirements of small business, 
with limitations on the size of loans or security purchased in any one enter- 
prise. So long as the capital bank held stock in a firm, the bank would share in 
its profits on a basis commensurate with the risks. In the interest of conserving 
independent small-business ownership and in order to make this type of financing 
attractive to the owners, redemption of stocks would be permitted to the enter- 
priser within liberal. time limits on a mutually agreeable basis. To meet the 
special needs of small-business financing, the capital banks should set up appro- 
priate consultant services as part of or supplementary to the financing program. 

The committee looks upon this proposal for capital banks as a means of de- 
veloping new and specialized techniques for meeting the peculiar requirements 
and for developing the potential of small business as an investment. Appro- 
priate legislation permitting the establishment of the capital banks and the 
participation of commercial banks, and the establishment of appropriate rules 
by the Federal Reserve System should be given consideration by the Congress. 


T think this part reads as though it had taken place yesterday. 

Tt is not the practice of CED to comment on specific legislation. It 
seems clear to me, however, that legislation of the general character 
of S. 2160, providing for the establishment of national investment 
companies, would help greatly to bring about the establishment of 
more capital banks of the type CED has advocated, and of which the 
existing State development corporations provide promising examples. 

Tn testifying before the Senate committee last June, I commented, 
as an individual, on certain specific provisions of S. 2160. T shall not 
repeat those comments now but should be glad to discuss them if you 
wish to question me. 

In conclusion, I should like to stress that CED does not believe 
financing is the only or even the most important problem of small 
business. But we do believe that there is a serious gap in presently 
available sources of financing, and that the spread of private capital 
banks, providing long-term funds to smaller firms that are unable to 
obtain capital from other sources, is a promising approach to meeting 
the need. 

The Cratrman. Thank von, Mr. Neal. I did not interrogate the 
witness this morning. I yielded to my colleagues, so I will take ad- 
vantage of the privilege this time to ask you a few questions before 
recognizing them. 

T notice on page 6 that you referred to that you have endorsed the 
principle of this bill of Senator Sparkman’s. That could be called, 
T guess, the capital banks for small business and would indicate the 
type of activity it would be engaged in. Were you present yesterday 
afternoon when the four presidents of the Federal Reserve banks from 
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New York, Richmond, Atlanta, and St. Louis appeared before com- 
mittee ? 

Mr. Neat. I was not, sir. 

The Cuarrman. I asked them something about a proposal that mem- 
bers of this committee have under consideration. It is similar to the 
Sparkman proposal except the Sparkman proposal I think has in 
mind a bank for each State. I doubt the wisdom of that because cer- 
tainly some States do not have enough business to justify a Federal 
small business capital bank in each. It provides for the Federal Re- 
serve supervision, which I do not think well of myself, for the reason 
that the Federal Reserve has had section 13 (b) for a long period of 
time and if they ever made any effort to induce people to accept loans 
or to let people know that loans were available under 13 (b), I have 
never heard of it. I do not say that they never did. You were con- 
nected with the Boston bank quite a long time, weren’t you? 

Mr. Nea. Yes, sir. 

The CuarrmMan. How long? 

Mr. Nea. Better than 10 years. 

The CuarrMan. Ten years? 

Mr. Neat. Yes. 

The CuarrMan. In what capacity ? 

Mr. Neat. Well, as vice president and then later as first vice presi- 
dent. 

The Cuarrman. And did your bank make any effort to acquaint 
the people of their opportunities under 13 (b) sufficiently to prompt 
worthy small-business concerns to file application under that provi- 
sion ? 

Mr. Neat, I think we did, sir, because I did a lot of it myself. 

The Cuarrman. You think you did? 

Mr. Neat. Yes. 

The Cuairman. Did you make many loans? 

Mr. Neat. In all the time I was there, I think we had one loan on 
the books. 

The Cuarrman. Only one loan? 

Mr. Neau. Yes. 

The Cuarrman. Well, you were not very successful. I think there 
were only six loans made last year all over the United States. But 
anyway, the Federal Reserve got interested in it and I think Mr. Hayes 
expressed a feeling yesterday that. they feel like it is not a matter a 
central bank should handle, the Federal Reserve officials seem tra- 
ditionally opposed to it. Therefore, I do not think the Federal Reserve 
should be called upon to have anything to do with this new institution. 
What would you think about having 12 capital banks, 1 in each Fed- 
eral Reserve district as they are now constituted? The 12 banks could 
have branches where needed, like the 12 Federal Reserve banks have 
24 branches. The main problem will be in getting the needed capital— 
you know the money is always the main problem. 

When you begin to mention millions of dollars for small business, 
some people throw up their hands and say, “Well, we have already 
reached the debt limit and we have to borrow the money and pay 
interest on it and it unbalances the budget,” .. and thereare many good 
reasons given why it would not be desirable.at this time. But we'can 
get the needed capital for the small-business capital..banks. from ‘the 
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surplus accounts of the 12 Federal Reserve banks, $10 million from each 
Federal Reserve bank. Do you think that would be a desirable arrange- 
ment, Mr. Neal ? 

Mr. Neat. In principle, yes, but I have several problems that I 
would like to have you consider. 

The Cuamman. I wish you would present any question about it 
that you have. 

Mr. Neat. One of the reasons that I expressed my own personal 
opinion in favor of the Sparkman proposal, which provides State by 
State for these banks, is that here we have 14 States that have already 
set up with private initiative 14 institutions to do this kind of job. 
They have raised a lot of capital, and so on. I know that those in- 
stitutions would not like simply to become branches of a capital bank, 
shall we say. I think this is a matter of organization. I think what 
we call a branch might very well become a subsidiary, for example, 
so that you could preserve some local autonomy. 

Second, however, the strength of these development corporations 
lies in the fact that they have friendly membership, a friendly rela- 
tionship which is also financial, with banks, insurance companies, 
savings banks, and building and loan associations that extend right 
down to the grassroots. If there is some fellow in a little town in 
New Hampshire who is trying to build a business, and his local bank 
is unable to take care of him, that local bank has a close relationship 
with the Development Corporation of New Hampshire, and he ar- 
ranges that the Development Corporation look into it, and so on. 
This is something that embodies a little of the cooperative principle 
that Mr. Noonan was speaking of this morning. This is their institu- 
tion, so to speak, and they have a lot of personal interest in it. I 
would hope that anything that is set up would preserve that local 
grassroots approach so that you do not have to go a long way to find 
a person in a bank or another lending institution who knows all 
about what you are supposed to do to get some help if you are eligible 
from the capital bank. So those are arguments that I would like to 
present in favor of decentralizing this operation so far as possible. 

Now so far as the capital is concerned, I should hope that the 
maximum private participation would be not only permitted but 
encouraged. 

If you tell the Federal Reserve banks, “You put up the capital,” 
they have got money, as you know, but this is leaning on somebody 
else, leaning on a semigovernmental solution. Here these private 
individuals, businesses, utilities, and so on, in New England and New 
= have found already among themselves as an investment, $134 
million. 

The Cuarrman. In how long, Mr. Neal? 

Mr. Neat. The oldest of these institutions is 8 years old. 

The Cuatmrman. And how many States have finally gotten together 
this $134 million? 

Mr. Neat. This is in six States. It is small. It is inadequate. 

P The amaneait, You do not consider that a successful operation, 
o you? 

Mr. Neat. They are successful so far as they have gone. 

The Cuarman. The intentions are good ? 

Mr. Nzau. Yes. 

The Cuatrman. I concede that their plan is a beautiful one. 
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Mr. Near. But they have simply not got enough capital. But I 
think that it would be a better proposal to have the Federal Reserve 
make up, let us say, deficiency in capital that cannot be raised locally 
or even on a matching basis, so that you get local participation and 
local interest in this thing. 

The Cuarrman. Since you have six States working on it for a lon 
period of time, 8 years, and they have raised only $134 million capital, 
since they have done only that in areas where the climate was most 
favorable and where the most money is, do you not think we ought 


Mr. Neat. Mr. Patman, I think the figures speak for themselves 
that this is not enough capital for this purpose. 

The CHatrman. I am personally willing to preserve those organi- 
zations that want to be preserved, and not try to do anything against 
them, certainly not destroy them. But at the same time, that should 
not deter us in our efforts to get a system of small-business capital 
banks that reach all over the Nation. 

Now, on this $10 million, you speak of the Federal Reserve setup 
and question the Government taking money from it. That is Govern- 
ment money, Mr. Neal. Do you not recognize that as Government 
money ¢ 

Mr. Neat. That would get us into a long discussion, I am afraid. 

The Cuarman. All right. Now, under the FDIC, we gave the 
Federal Deposit Insurance Corporation $139 million out of the same 
fund and nobody kicked about that; so why should they kick for $120 
million for 12 small-business capital banks # 

Mr. Neat. I am not questioning the propriety or even the desir- 
pone of the Federal Reserve subscribing to the capital of the capital 

anks. 

The Cuarrman. No; I do not want them to subscribe. I do not 
want their subscription. I want Congress to put in this bill to appro- 
priate that money just like we did in FDIC. 

Mr. Neat. Who will hold the stock of the capital bank? Someone 
has to hold the stock. 

The Cuairman. That is right. We will have that arranged. We 
will have to have an administrative setup, of course, and it will be an 
autonomous body. It will not be mixed up with others. They will 
have their own responsibility and powers. 

Mr. Nea. Yousee, the thing I was saying that—— 

The CuarirMAN. Justa minute. And $10 million from each Federal 
Reserve bank would be turned over. The Federal Reserve System 
would not have any strings on it at all. 

Now, you admit this money now is idle and unused, would you not, 
this surplus fund of the Federal Reserve banks? You have been with 
the Federal Reserve Bank 10 years and you know all about the system, 
and you know that this money, this some $800 million in the surplus 
funds of the 12 banks, is not used for any purpose at all, is it, and 
there is no prospect of its use ? 

Mr. Neat. Mr. Patman, without answering your question directly, 
I would go so far as to say that the $120 million that you envisage 
probably could be made available by the Federal Reserve, but the 
question I would like to—— 
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The Cuatrman. No; it would not be made available by the Federal 
Reserve. We will not ask them to make it available. We will pass 
a law to appropriate the money. It is the Government’s money. 

Mr. Neat. You can do that, but the thing I am getting at is why 
should not the individuals and businesses who, after all, are going 
to be benefited at least indirectly, why should not they put up some 
of the capital for this capital bank ? 

The Cuarrman. Certainly they should, and that should be ar- 
ranged, and with this in view: that eventually the banks will be 
owned by individuals. That is the way to work it. We do not want 
the Government to own it. 

Mr. Yates. Is that something like the FNME setup? Is that what 
you had in mind? 

The Cuartrman. This is like the joint stock land banks and the 
Production Credit Corporation. The associations of the Production 
Credit Corporation. A lot of them have paid out and they are owned 
by individuals. And that is the way we would anticipate that this 
would be done, and it would eventually be owned by small-business 
concerns. 

Now, you look with favor on that, I know. 

Mr. Neat. I do, sir. 

What I had in mind is that when the Federal Reserve banks them- 
selves were set up, there was a provision in the act which said to the 
extent that the member banking institutions did not subscribe to 
stock, the Treasury might subscribe to stock. 

The Cuatrman. Or individuals. 

Mr. Nea. Yes. 

The Cuatrman. But they did not do it. They did not need it. 

Mr. Neat. They did not need it. 

The Cuatrman. They just wanted to adjust enough to have it 
said that they have capital, and the capital, you know, is insignificant. 
It is nothing in comparison to the business they do. Why, they are 
doing business of $50 billion on a capital of $332 million. It is just 
nothing. They do not depend on that capital. They do not need 
it for anything. It is a pseudo; it is a hoax. It is gotten up for 
the purpose of making the bankers feel like they have an interest 
in the system and working together, and so forth. 

The theory is a beautiful one and not objectionable, but in practice 
it is not stock at all and never was intended as stock. It is a 
misnomer. They just deposit so much money and they get 6 percent 
on it every year. These surplus funds they are accumulating there 
all the time now amount to eight-hundred-and-some-odd million 
dollars. 

You did not answer my question directly, and I do want you to 
answer it if you will. Your views are of value since you have had 
experience as a vice president of the Boston Federal Reserve Bank, 
one of the biggest banks in the Federal Reserve System. You know 
that money I am speaking about is idle and unused; is it not? 

Mr. Neat. I will have to ask, sir, what is the question, because I 
have lost it. 

The Cuarrman. I say, that money is idle and unused, the surplus 


fund. 


Mr. Neat. This is the reserve deposits of the member banks? 
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The Cuamman. No. You are referring to the reserve. 

Do you have a report here of the Federal Reserve banks? You 
know what I am talking about? 

Mr. Neat. No; 1am not sure I do, sir. 

The Cuarrman. You are a master of the Federal Reserve System. 
You have been in it for 10 years, and I am just a country boy trying 
to learn something about it. 

Mr. Nea. I am trying to find out which account in the statement 
you are referring to. 

The Cuatrrman. You do know about the surplus fund, Mr. Neal? 

Mr. Nrau. There are reserve deposits of member banks. 

The Cuarmrman. The capital stock is different from the reserve. 
The capital stock, of course, is 6 percent of their deposits. 

Mr. Neat. Are you referring to the surplus of the Federal Reserve ? 

The Cuarrman. I am referring to the surplus, which is $800 million. 

Mr. Neau. Now, I know what you are talking about. 

The Cuarrman. Fine. Now, answer my question. That fund is 
idle and unused; is it not? 

Mr. Neat. That fund, sir, is, as you know, a bookkeeping entry. 

The Cuarrman. Most banking i 1s bookkeeping entry. 

Mr. Neat. Yes; but I mean that surplus stands on the books as a 
difference between the total of the assets and the liabilities and capital. 

The Cuarrman. No, Mr. Neal, that has nothing to do with the assets, 
It isnot used asan asset. You know too much about it. 

Mr.Neat. I am only trying to answer answer your question. I do 
not know which spee ific assets in the Federal Reserve statement—— 

The CHatrman. It is not an asset. 

Mr. Neat. No, but I do not know which assets correspond to that 
surplus. 

The Coarmman. They do not have any, because the Federal Reserve 
bank stock in trade is issuing credit through Federal Reserve notes 
and on the credit of the Nation. 

That is what backs them up. This $332 million of so-called capital 
stock is not enough to be a flyspeck, and even this $800 million is 
nothing in comparison to the business that is done by the Federal 
Reserve System. 

Last year alone the Federal Reserve System accounted for clearance 
of checks in the amount of $2 trillion, $2,000 billion, was it not? 

Mr. Neat. I would assume, sir, if the Federal Reserve bank had to 
to make available, subject to a law passed by the Congress, $10 million, 
that it would decrease surplus by $10 million. 

The Cuarmman. All right. 

Mr. Nrav. And it would set up probably a deposit to the account of 
your capital bank, 

The Cuarrman. Certainly, it would. 

Mr. Neau. For $10 million. 

The Cuarrman. Which could be carried in the Federal Reserve. 

Mr. Neat. Or that could be carried in the Federal Reserve. You 
would thereby have $10 million which was previously, as you say, idle 
and unused. 

The Cuarrman. Yes. 

Mr. Nrau. Becoming activated. 

The Cuamman. That is right. 
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Mr. Neat. And as the capital bank made loans and investments, 
this $10 million, since it is Federal Reserve credit, would become de- 
posits in local banks. 

The Cuarrman. That is right. 

Mr. Nzat. So you will have increased local bank reserves by $10 
million. 

The CHarrman. But for a mighty good purpose. 

Mr. Nea. It may well be that at the time you do it, you want to 
make $10 million available anyway. It would be too bad 1f you did it 
at the time when you didn’t want to make $10 million 

The CHarmman. There would have to be some coordination there, 

Mr. Nea. Yes. 

The Cuarrman. They have coordination now. They have a good 
coordinating committee, the Federal Reserve, Mr. Martin; the Presi- 
dent of the United States; Mr. Anderson, the Secretary of the Treas- 
ury. I think it isa good thing. You have to have coordination. 

Mr. Neat. Yes. But may I add one further statement ! 

The CuarrMan. Yes. 

Mr. Neat. Whiie this is a commendable purpose, on which you and 
I apparently agree entirely, for the use of $120 million, up to $120 
million of Federal Reserve surplus, shall we say, nevertheless, there 
are limits to this process. If you attempt to finance very much in this 
way, you will be inflating the money supply of the country. In fact, 
you are doing it a little bit if you do it this way. 

The Cuarmman. Mr. Neal, that is what they stick up every time in 
front of us when we want to help the little man—inflation. 

Mr. Hosmer. Will the gentleman yield ? 

The Cuarrman. Yes. 

Mr. Hosmer. Mr. Neal, you must have some objection to it from 
the standpoint of conventional banking practices. Could you tell us 
what those are? 

Mr. Neat. You are referring to the objection to using Federal 
Reserve credit for this purpose ? 

Mr. Hosmer. I want to know what the objections are to doing what 
he proposes, in addition to causing an inflated situation. 

Mr. Neat. Yes. 

The major objection is that this money that you are using to set 
up the capital bank is not the result of any real saving or setting aside 
of funds on the part of the public. It is newly created money. It 
is like running a printing press. 

Mr. Hosmer. It is an illusory type of asset, is it not? It is nota 
real physical asset based on the production of anybody. It is a book- 
keeping transaction. 

Mr. Nea. That is right. 

Mr. Hosmer. And you just can hardly increase the physical num- 
ber of goods on hand and services available by bookkeeping trans- 
actions; can you? 

Mr. Neat. No, sir, not immediately. 

The CHarmMan. Just a minute, Mr. Hosmer, on that bookkeeping 
business, 

You see, that is the banking business, bookkeeping. You take the 
gold certificates. They do not ask you to bring those gold certificates. 
I brought that out here a while back. Everybody thought we had 
gold certificates everywhere. They do not even print the gold certifi- 
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cates. They just have a bookkeeping transaction, which is all right, 
there is no question about that. 

But the point is, the Federal Reserve banks have $800 million plus 
of surplus funds that are idle and unused. It is just as good money as 
any money that you have in your pocket. It is the same type money. 

The point is, that money is there. It belongs to the Government. 
And the question is, can we take part of it now and set it over here and 
just divert it, just like we did for the banks, big and little, on FDIC? 

We diverted $139 million of it, took it out of the surplus funds, put 
it over in FDIC. And when it was paid back by FDIC, and they 
paid it all back except $40 million—that was never paid back, but I 
will not go into that. But what was paid back was paid to the 
Treasury. It was not paid back to the Federal Reserve banks. It 
should not have been paid back to them. Here we would do it the 
same way. 

We would take $120 million from the same funds that we took $139 
million from for the FDIC, put it into these 12 small-business capital 
banks. There it would be used for capital. 

Mr. Yates. Why should it not be paid back to the Federal Reserve 
bank ? 

The CuatrmMan. Because the Federal Reserve banks do not own it. 
It is not their money. 

Mr. Yarrs. Do they hold it in reserve for the Treasury ? 

The Cuatmrman. They have just been retaining 10 percent of their 
earnings. The rest of it goes into the Treasury, and this belongs to 
the Treasury. It does not belong to the banks. They do not need it. 

It is not used for any purpose. It is idle and unused. Now, if 
anybody disputes that, I wish he would speak up. It is idle and 
unused, and never will be used unless we take it some way. 

What better setup would you have? It does not unbalance the 
budget. It does not cost you extra interest. It is money there, there 
is no question about it. It is not pseudomoney, not phony money, it is 
not “printing press” money. It is real money. 

Mr. Yates. Apparently Mr. Neal does not agree with you. 

The CuatrMan. I wish you would tell me why. 

Mr. Neat. I will not disagree in this respect, Mr. Patman, in that 
I think your estimate is too low. You have looked at one account in 
the Federal Reserve, $800 million, and have said, and I have agreed 
with you, that up to this amount can be used. 

3ut that is not the limit. If you want, and direct the Federal 
Reserve to buy, a billion dollars’ worth of something, the Federal 
Reserve can also buy a billion dollars’ worth of something. It has 
more where that came from, and this is the danger of this route for 
financing anything, because there is no limit. 

The Cuatrman. Why would it be so bad for small business when it 
was all right for FDIC? 

, Mr. Neat. I agree with you that if we can stop it at this $120 mil- 
10n- 

The CuHatrmMan. You mean stop now after FDIC got their $139 mil- 
lion? Then it becomes bad. 

Mr. Neat. If we can stop it at $120 million, because the public pur- 
pose which the Congress is trying to serve, is so good that that is all 
to the good. But it need not stop at $120 million, and it will be very 
dangerous, I think, to use this route to finance other things. 
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The CuarMan. Well, it is money that is accumulated, and it is not 
being used. To use it would not unbalance the budget. We do not 
want to pay this extra interest on it. The Federal Reserve demon- 
strated how it earns money just the other day, Monday, on this redis- 
counting operation. Now the $10 billion Federal debt that is bein 
refinanced, I believe it is in 1-year certificates, 354, is that not right! 
Now, $8 billion of that is put up by the Federal Reserve. 

In other words, they will turn over $8 billion of 35 percent certifi- 
cates, and get $8 billion worth of 334 percent certificates. They have 
got a big increase right there, almost enough to pay this off in a few 
years. 

_ They are getting money in all the time that they do not need, and it 
is idle and unused. 

Mr. Brown? 

Mr. Brown. Mr. Neal, is the $800 million surplus that shows on the 
statement of Federal Reserve as surplus, is that earned surplus? 

Mr. Neat. That will be earned surplus, yes. 

Mr. Brown. Those earnings, then, as in any other business, belong 
theoretically to the stockholders; is that true? 

Mr. Neat. No. In the case of the Federal Reserve, by law they 
revert to the Treasury upon the dissolution of the Federal Reserve 
banks, and not to the stockholders, and therefore the Government itself 
has a contingent claim on it. 

The Cuarrman. Pardon this interruption. It is important, I assure 
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you. 

This kind of stockholder has no proprietary interest in the Federal 
Reserve System. 

Mr. Brown. That is what I wanted to get in the record. 

The Cuarrman. It is admitted by everybody, I can assure you of 
that. 

Mr. Mutter. On that very point, before you leave it, Mr. Martin sat 
in that very seat, the Chairman of the Federal Reserve Board, in 
August of this year, and said that the stock of the Federal Reserve 
banks which is held by the member banks is not really stock. It is 
stock in name only. 

It gives them no right to vote, and it is actually a reserve, and should 
not be called stock. It is just a reserve that the banks must keep, and 
it fluctuates up and down in accordance with what their deposits 
may be. 

s deposits go down, stock is redeemed and they get that money 
back. As their deposits go up, they are credited with more stock and 
they must pay that much more reserves to the Federal Reserve Board. 

Mr. Brown. Thank you. 

Now, as a consequence, in stating it in simple terms, it is one pocket 
of the United States Government that has some accumulated profits 
in it; is that correct ? 

Mr. Near. Accumulated but unavailable unless appropriated. 

Mr. Brown. All right. 

Now, it is up to Congress to appropriate; is that correct? 

Mr. Neat. If anything is going to be used, it will be, ves. 

Mr. Brown. By “appropriation,” you mean by taking. You mean 
taking them out of one pocket and putting them into another. 

Theoretically—let me pursue this line—under the authority that the 
chairman has mentioned many times, the Federal Reserve System has 
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the power to make these loans to small business that we are talking 
about, to the extent of, say, $120 million, does it not ? 

Mr. Neat. The Federal Reserve has the statutory authority to make 
certain types of loans to business, but this is circumscribed. It is to 
established businesses, only, and is for working capital purposes only. 
These are in the act. 

In addition, the amount of funds available is limited. I do not re- 
call the total limit, but since they are using these types of funds sub- 
ject to congressional control, they do not have full freedom. 

There is a total limit of about $166 million for all Federal Reserve 
banks combined. But this is not being used. 

Mr. Brown. You and I know that working capital alone will not 
do this job we are talking about, but just for the sake of example, would 
it be any more inflationary for the Federal Reserve System, by con- 
gressional action, to create $120 million worth of capital banks, than 
it would be if the Federal Reserve System exercised its present author- 
ity and loaned $120 million worth of working capital to business ? 

Mr. Nrau. The net monetary effect should be the same for the same 
amount. 

Mr. Brown. Thank you. 

Mr. Yares. Mr. Chairman, will you yield for a question ? 

The Cuarrman. Yes, sir, I yield, Mr. Yates. 

Mr. Yares. In response to Mr. Patman’s example of the FDIC, you 
showed no objection to the allocation of part of that surplus for that 
purpose. Was I right in that conclusion ? 

M r. Neat. I did not respond, sir. I do not think he asked me that 
question specifically. 

Mr. Yates. Lask you that question specifically. 

Mr. Nwat. As I recall, when the FDIC was set up, this country was 
in a depression. At that time there was a shortage of money and a 
shortage of credit which we were trying to overcome, and the appro- 
priation to set up the FDIC occurred at a time when the Federal Re- 
serve was actually looking for ways to put money into the market, so 
that the monetary effects at that time were wholly desirable. 

Now, when Mr. Patman and I were discussing this just a while ago, 
I said that it might make some difference as to the time we put this 
$120 million to work. 

Mr. Yates. Do I interrupt your answer correctly when I say that 
your answer to my question is, “Yes, it was a worthy public purpose 
at that particular time”? 

Mr. Nea. Yes, sir. 

Mr. Yates. In response to Mr. Patman’s suggestion that it might 
be a worthy public purpose to allocate some of these funds for lending 
money to small business; is your response the same ? 

Mr. Neat. My response was that I think it is a worthy public pur- 
pose. I am only worried about using this route, and I am especially 
worried about not tapping all the private sources we can tap before 
we use this route. 

Mr. Yates. I was going to say, is your answer related to the third 
paragraph of your statement where you say that “CED has long 
opposed Federal Government subsidies, direct loans, or unrestricted 
guaranties of loans, except in periods of emergency” ¢ 

Mr. Neat. Yes, sir. 
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Mr. Yares. Do you believe that this is in the nature of a direct 
loan, to which CED is opposed ? 

Mr. Neat. CED has not made up its mind, or I should say has not 
said anything specifically on this point, but I think your interpreta- 
tion of the CED position is a correct one, that we would be reluctant 
to use this route, unless other routes had been exhausted. 

Mr. Yares. I find the route that you are taking in responding to 
my question is sort of a devious one. I would like to find out whether 
of not you personally consider a loan of the type that is contemplated 
in Mr. Patman’s suggestion, a loan by a bank set up to use funds of 
this type to a small business, to be a direct loan. 

Mr. Neat. Are you referring, sir, to the loan by the Federal Re- 
serve bank? 

Mr. Yates. No. I am referring to a bank which is created pursu- 
ant to law. 

Mr. Neat. Yes, sir. 

Mr. Yates. And which receives its funds by an allocation from 
the surplus of the Federal Reserve System. 

Mr. Neat. Yes. 

Mr. Yates. Would a loan from such a bank to a small business 
be considered a direct loan, in your opinion ? 

Mr. Neat. No, sir. 

Mr. Yates. It would not? 

Mr. Neat. It is not a direct loan. 

Mr. Yates. Direct loans are those loans which are made only by 
the Treasury of the United States? 

Mr. Neat. Or by a Government instrumentality or agency. 

Mr. Yates. Or ‘és a Government instrumentality or agency ? 

Mr. Neat. Yes; a Federal Reserve bank loan would be a direct 
loan. 

Mr. Yates. Would be a direct loan ? 

Mr. Neat. Yes. 

Mr. Yates. The corporation of which Mr. Patman speaks would 
not be that type of a corporation, in your view ? 

Mr. Neat. No, sir. 

Mr. Yates. Would it be a private corporation ? 

Mr. Neat. I do not know what kind of corporation he has in mind, 
precisely, but I assume if he is going to let private ownership of the 
stock of these corporations prevail, that these would be specially 
chartered private banks. 

Mr. Yates. The example that Mr. Patman gave was the Federal 
farm bank, was it not ? 

The CuarrmMan. The joint stock land banks. 

Mr. Yares. Would a loan by an organization which was set up in 
that way be considered a direct loan, in your opinion ? 

Mr. Neat. That is an intermediate case. I find it very difficult now 
to classify it. 

Mr. Yates. Do you find it difficult to classify it in terms of an ob- 
jection to a loan of that type? 

Mr. Neat. Yes. If you are trying to 

Mr. Yates. Does it fit within the category of direct loans to which 
you are opposed ¢ 
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Mr. Neat. Oh, I see. Frankly I do not know. This is a general 
position and it has not been spelled out with respect to every type of 
direct loan that might be made. The CED position refers to direct 
Government loans. There is no question about that. 

Mr. Yarrs. Would CED be opposed to the creation of the type of 
bank that Mr. Patman proposes ¢ 

Mr. Neat. No, sir. CED has proposed and advocated the creation 
of the capital bank of the type that Mr. Patman is proposing. 

Mr. Yates. Where is your opposition 

Mr. Nrau. Ah, the difference is in where it gets its money. 

Mr. Srety-Brown. That is what I want to hear. How are you go- 
ing to get the money ? 

Mr. Yates. How does CED want the money raised ? 

Mr. Neat. CED wants the money to be raised so far as possible 

rivately and that is the position I have been reflecting here. It 
did not say where you would get the money if you couldn’t raise it 
privately. 

Mr. Yates. Where does small business fit into a picture like that? 
Small business cannot get loans today from private banking enter- 
prises. Is there any reason to assume that with the type of bank 
created as you say CED has set it up, is there any reason to assume 
that small business would hope for any greater share of such loans? 

Mr. Neat. CED took this position 10 years ago. Since that time 
these State development corporations have been set up. They have 
demonstrated that there is money available privately for financing 
small business in ways that banks and insurance companies cannot 
finance them. 

Mr. Yares. Did you hear Mr. Noonan’s testimony this morning? 

Mr. Nea. Yes, sir. 

Mr. Yares. He intimated, or rather he stated directly that he was 

rather disappointed in the role that the development corporations 
had played insofar as making credit available to small business. Is 
there no basis for his testimony Q 

Mr. Neat. No; but what I am saying is that a lot of credit has 
been made available through these corporations that would other- 
wise not _— been made available. So what we are talking about 

Mr. Yates. What size business, all sizes ? 

Mr. hie. To all size businesses, but their lending limits are quite 
low. It is mainly to small business. 

Mr. Brown. Would the gentleman yield? 

Mr. Yares. I yield. 

Mr. Brown. Right in the record as I understand what the CED 
is talking about, Mr. Neal, there is a difference in this type of capital 
bank and the ordinary banking establishment. You spelled it out 
in your eens as long-term credit or equity capital. Now there 
is 1 difference, 1 specific difference. It is a particular need of small 
business that the present banks cannot supply because banking laws 
and trying to meet the needs of the banking examiner prevent it today ; 
is that correct ? 

Mr. Neat. That is correct, sir. 

Mr. Yares. I am still not clear, Mr. Chairman, as to the basis for 
his disagreement with you. 

The Cuairman. I cannot understand it, either. 

Mr. Hosmer. Will you yield? 
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Mr. Yares. I just want to finish my question and then Ill yield 
back. In response to my question you stated you agreed with Con- 
gressman Patman that such a bank is necessary ¢ 

Mr. Neat, Yes, sir. 

Mr. Yates. You disagreed as to the form the bank should take. 
you do not want any of the stock owned by the Government at all; 
is that correct ? 

Mr. Neat. Now, may I answer that on a personal basis, because it 
is so much easier for me to answer it in terms of my own personal 
opinion rather than in terms of CED? 

Mr. Yates. I keep thinking of Pooh-Bah in the Mikado, who takes 
one robe off and puts another robe on. A few minutes ago your an- 
swer was on the basis of what CED thought. Maybe that is why I 
was confused. 

Mr. Neat. CED favors the capital bank to do precisely what Mr. 
Patman wants it to do in terms of purpose. CED has not expressed 
itself as to whether it would be a good idea to use Government money 
or Federal Reserve money to put up the capital for this bank. I, per- 
sonally, have no objection to the Federal Reserve bank’s putting up 

part of the capital as proposed by Mr. Patman. I do object to the Fed- 
a Reserve bank’ s putting up all of the capital, because I think that 
you are wasting the resources of private people who would be willing to 
put up some of it if you doit that way. Isthat clear? 

Mr. Yates. That answers the question. 

The Cuarrman. If you gentlemen will back away for just a min- 
ute, I will soon be through. Now, about these surplus funds, Mr. 
Neal, I want this to be very clear; that that is money just like all 
other money. There is no hocum about it. It is not pseudomoney 
and it is not so-called funny money or paper money that is no good. 
It is real money. 

Mr. McCuttocn. Mr. Chairman, is it earned surplus? 

The Cuarrman. It is surplus earned this way, and I will tell you 
how it is earned, since the gentleman mentioned it, and I hope he 
notices this particularly. It means a lot in this whole picture. How 
do they earn this money? The Federal Reserve takes Federal Re- 
serve notes, printed by the Bureau of Engraving and Printing, which 
they have a right to do. Each one of those notes SAYS, “The United 
States Government promises to pay upon demand” so many dollars. 
They will trade a million dollars’ worth of those Federal Reserve 
notes for a million-dollar Federal Government bond. Well, of 
course, the notes are not interest bearing, but the bond they cet is 
interest bearing, and they keep that bond ‘and they collect the interest 
when it is due from the Government. They collect that from the 
Government. 

Perhaps it can be used in the public interest that way at times. 
I am not disputing it. Perhaps it can be, and I am not saying it 
has not been, but that is the way it works. The banks have ‘traded 
Federal Reserve notes for Government bonds, held the bonds. The 
have about $33 billion worth of them now, and they collect $400 mil- 
lion or $500 million a year interest on those bonds that they bought 
that way on the credit of the Nation. It did not cost them anything, 
Judge McCulloch, didn’t cost them anything. All right, now, then, 
when they collect this, say $500 million a year, after paying all ex- 
penses—of course, there are expenses for clearing checks from private 
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banks and everything else which runs to about $125 million a year—I 
am not making a point of that at all—after deducting that and pay- 
ing all the salaries and expenses, they have about $400 million left. 
Well, 90 percent of that goes over to the Treasury. 

Last year, I think, they paid about $300 million or more into the 
Treasury. The year before, it was about the same amount. It sea 
came from the transaction that I described to you. Now, if you call 
that earnings, then this 10-percent part of it is earnings. Therefore, 
all of that $800 million is earnings. Now it is there, $800 million, 
in the surplus fund. That $800 million is not needed by the Federal 
Reserve banks at all. It is not used by the Federal Reserve banks at 
all. There is no reason for its use now or in the future. There is no 
expectation for its use. It’s idle and unused. We can take part of 
that money and place it over into these small-business capital banks. 
It occurs to me it would be a good thing and just as deserving as the 
FDIC, or just as deserving as housing loans or any other kind of loans 
guaranteed by the Government. 

If you haven’t explained that correctly, you explain it, Mr. Neal. 
You are acquainted with the Federal Reserve bank ? 

Mr. Neat. Mr. Patman, you are a master of Federal Reserve book- 
keeping. I think that your statement is very clear. I would add one 
thing: That I think you are looking at only 1 account, and there is 
$800 million in it. I maintain, and this is also very sound accounting, 
and, by the same token as you have described it, you are not limited 
to $800 million. The Federal Reserve, just as it is able to buy Govern- 
ment securities by that process which you describe, could buy at the 
direction of Congress, billions of dollars of other securities. 

The CHarrman. Not at the direction of Congress. By its own di- 
rection. They do not need direction from Congress. They have 
the power now. 

Mr. Neat. It has to have authorization to go beyond Government 
securities. What I am saying is that $800 million is not the limit, 
and that, if you appropriate a part of this surplus of the Federal 
Reserve, I hope you keep in mind that other worthy causes will be 
brought to your attention to be financed in the same way, and therein 
lies the danger. 

Mr. McCutxiocn. Mr. Chairman, I would like to ask 2 or 3 ques- 
tions. Do the Federal Reserve banks have earnings from any other 
source than that described to us by our chairman ? 

Mr. Neat. Yes. The Federal Reserve banks have earnings of a 
small amount derived from their loans to member banks. 

The Cuarrman. I can give you exact figures. 

Mr. McCuttiocn. I would be happy to have it. 

The CuatrmMaAn. Three percent. Ninety-seven percent arrived at 
like I explained. Three percent of these earnings are from discounts 
and things like that; 3 percent only. 

Mr. McCutuocn. Is there any more danger in the Congress being 
unable or unwilling to put a top limit, which, we would say for the 
purpose of the question, would be the earnings of the bank on the 
amount of money that could be used for this purpose than there would 
be an unwillingness for us to raise the debt limit of the Federal 
Government, for instance ? 
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Mr. Neau. You see, the beautiful part of this plan for financing 
these capital banks is that it has no effect whatsoever either upon 
the debt limit nor does it require any appropriation of money. 

Mr. McCuniocu. Yes; I understand that, but, if we limited the 
funds which could be used for this purpose to the profit as described 
by the chairman, that would be the law of the land until some Con- 
gress changed it, wouldn’t it? 

Mr. Nea. Yes; but all I am asking you to consider, sir, is that 
others will come along and find this easy route. 

Mr. McCutxocu. Yes; I understand that, and I just wanted to 
finally nail down where the authority lies to begin and end this infla- 
tion which has been described as at least pleasant in its inception. 

The CuAatrman. May I just bring up one point and I will yield to 
the other gentleman. I am sorry I have taken so much time but I 
did not take very much time this morning. I did want to question 
this gentleman because he used to be with the Federal Reserve Bank 
of Boston and he knows about this thing. About the debt limit, may 
I invite your attention to the fact that there is nothing sacred about 
the debt limit. We are over the debt limit now. The $274 billion 
that is enumerated, the amounts aggregating $274 billion, do not 
include all the debt. These have Federal Reserve notes that I have 
been talking about, they are Government obligations. There are $25 
billion worth of them outstanding. That makes the Government 
debt $25 billion over the present amount right there alone, so there 
is nothing sacred about the limit of the Government debt. 

Mr. Yares. Isn’t that a violation of law ? 

The Cuairman. No; they just do not enumerate it. They just do 
not include it. 

Mr. Mutter. It is a lawful evasion of the law. 

The CuHatrman. It is a lawful evasion, and there is no denial of 
this. I have asked Mr. Martin about this and I asked Mr. Humphrey 
when he was Secretary of the Treasury. What I am bringing out 
here has been tested over years of experience from all of these fellows 
from Mr. Eccles and all the rest. 

I yield, Mr. Evins. 

Mr. Evins. Mr. Neal, as I get your position, you readily agree to 
the proposition Mr. Patman put to you and then you say but tax relief 
is what is needed. Then you say if there is to be additional relief by 
making more capital available, that perhaps we ought to do it by 
the private development corporation. Your whole reasoning is that 
of conservative bankers who do not care to make additional credit and 
capital available. All of that thinking continues the tight money 
policy. Isn’t that about the substance of it? 

Mr. Neat. I am sorry, sir, if that is the impression I have given, 
because I do not mean to imply at all that I am giving lipservice to the 
need for new financial institutions to provide capital and credit to 
small business that is not available from conventional sources. I 
strongly favor something like a capital bank to do just that job, and 
I am afraid that the discussion of how the capital bank would be 
financed has led to the impression that I would oppose really doing 
anything. I am in favor of doing a good deal more than has been 
done. But my qualifications have to do with keeping in business and 
utilizing the strength of the private institutions that have already been 
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set up to do this job, and tapping private sources so far as possible 
to doit. 

Mr. Evins. You recognize the need, but you question the method; 
is that about correct ? 

Mr. Neau. Iam really only questioning part of the method. 

Mr. Evins. And yet you do say that the method he proposes is 
feasible, one that could be used ¢ 

Mr. Neau. That is right. 

Mr. Evrns. Now then, basically the question for this committee 
and the Banking Committee of the Congress is whether or not a policy 
decision should be made on whether or not additional capital and credit 
should be made available to small business at this time. 

Mr. Neat. Right. 

Mr. Evins. Strictly a policy decision as to whether you are going 
to continue the tight-money market or to make more available. Isn’t 
that basically the policy decision as you see it? 

Mr. Neat. I think the policy decision you face is, Are you going 
to make more money available for this type of financing through Gov- 
ernment channels or governmental action of some kind, because private 
action alone has appeared to be insufficient up to this time? 

Mr. Evins. Entwined with that is the danger, as you envision it, of 
contributing toward further inflation. Is that one of the cautionary 
flags that you are throwing out ? 

Mr. Neat. Yes; and I am not too worried about that. It is just 
that I wanted to call your attention to a route that you were opening 
up so that you realize the responsibility of closing that route when 
the time comes. 

Mr. Evins. That is all, Mr. Chairman. 

The CuarrmMan. Mr. Hill. 

Mr. Hix. On page 2, the bottom of the page, you have two contra- 
dictory statements, if I understand them correctly. You say in a large 
measure that the small-business operators of this country have got- 
ten into difficulty because of the tax system that we have been following. 

Then you come right along in the third line from that and you say: 
“The CED has not advocated new legislation to give special tax bene- 
fits to small business.” 

Now will you tell me whether you are going to change your policy ? 
And if not, why not? Those two statements do not gibe. 

Mr. Neau. The thing that I was referring to there is that CED has 
not favored special tax legislation particularly for the benefit of small 
business, That is to say, x discrimiatory tax treatment favoring small 
business. CED’s position has been that taxes on business and on in- 
dividuals who might put up equity capital have been too high, and 
they have compounded the difficulties of small business. But I in- 
serted earlier—it was not in the written statement—that I did not be- 
lieve that any tax reduction that would be feasible in the foreseeable 
future would eliminate the need for special financing institutions 
such as we have been discussing. 

Mr. Hitt. What bothers my own thinking is, Why would you favor 
easing of credit of some type to small-business operators and then in 
the next breath say you are not in favor of giving them any special 
tax benefits? Special benefits are given in many, many instances 
that you know of as well as I. Then you state that you are not in 
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oo of special tax benefits to small business. I cannot quite see 
iat. 

Mr. Neat. No; we are in favor of equality of opportunity for small 
business, and equality of access to means of finance. We maintain that 
smal] business does not have that equality now. With respect to taxa- 
tion we also advocate equality of treatment, and we think we have 
that now. We think that, taxwise, everybody has been treated too 
hard. 

Mr. Mutter. Will you yield to me at that point? 

Mr. Hirt. I still am just as hazy about what you said when I began 
to ask you questions as I am now, but I yield. 

Mr. Mottrr. I might clarify it this way, Mr. Hill. Do you mean 
that you are giving equal treatment and equal opportunity to small 
business if you reduce the tax rate on corporations from 52 to 50 
percent ? 

Obviously, 2 percent is 2 percent whether it is 2 percent of a million 
or 2 percent of a thousand. It is exactly the same percentage. But to 
take the example and make it concrete, if you cut the tax rate from 
52 to 50 percent, you have given them both a 2-percent cut. Do you 
think you are giving small business an equal opportunity if you are 
giving him a saving there of $200 on $10,000 of income as against a 
$200,000 saving on $10 million worth of income to the big company? 
Is that equality of opportunity? I think that is only mathematical 
equality. Mathematical equality is not equal opportunity. Now will 
you explain if you can. 

Mr. Hitz. Yes; you have expressed my thinking on the matter. 

Mr. Yates. Maybe Anatole France said it even better. He talked 
of the opportunity given to the rich men of Paris to sleep like the 
poor men of Paris under the Seine if they wanted to do so. 

Mr. Hix. That is not a bad illustration. I never thought of 
sleeping under a bridge. That is clear as mud now. Let me ask 
another question in regard to this organization such as we have in 
the several States, seven, I believe you said. Has CED examined 
carefully into how those seven States have been operating, because I 
noticed you say there, and this is very enlightening to me: “The 
State development credit corporation, though small, new, and ac- 
tually in business in the sense of having actually made loans only in 
seven States,” then you say “have found there is a real need for their 
service.” 

If that statement is true, has the CED checked into and offered a 
plan to strengthen those loan organizations in those seven States? 
You heard the testimony this morning. Some of them are doing 
nothing, and some of the State organizations are quite effective. 
Now what are you doing about that ? 

Mr. Neat. Because CED has not expressed itself on recent de- 
velopments, I will have to express my own opinion. I have argued 
here and I have argued earlier this year that these small, new, and 
limited credit corporations do not have adequate funds to do the job 
that needs to be done. Their own equity capital, the capital of these 
credit corporations, needs to be increased to permit them to do the 
job that needs to be done. 

Mr. Hitz. You are not offering any method as to how they might 
go about increasing their capital ? 
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Mr. Neav. Again this is my own personal opinion. I, last June, 
Seamed that the Federal Reser ve banks buy stock in these State 
development corporations, thereby strengthening the capital of those 
corporations and making it possible for them to lend more to small 
and growing businesses. 

Mr. Hitt. Then the next question to follow would be what recep- 
tion did you get? 

Mr. Nan. I got a very nice reception from the Senate Small Busi- 
ness Committee. 

Mr. Hitt. But none from the Federal Reserve bank? Of course, 
that might be a compromise answer to all our discussion here this 
afternoon. If the Federal Reserve bank will take just a little in- 
terest, maybe we could work it out without any new organizations. 
I confess ‘in listening to all this argument I am not quite ready to 
accept new organizations. I have seen too many of these farm or- 
ganizations like the FHA, the Farmer’s Home Administration, it 
can on a good job of wor I, but you have just added another piece 
of machinery to go out in the country and help the farmer. In one 
locality you have the right kind of people and the farmers are served 
and served well, but in “another loc ality you have the wrong kind of 
people and the poor farmer goes broke. You save him in one area 
and destroy him in another, although not purposely. That is just 
the way it has worked in some instances. Now that is what you 
might get into. That is the very thing we are talking about. But 
if you had the Federal Reserve bank in this sort of an organization, 
you might have a uniform working organization throughout the 
entire country. We would have a very difficult time in Colorado 
gettting w hat you have in Massachusetts by way of a State organiza- 
tion participating in loans to farmers. You could not get it, 1 don’t 
believe. 

That is all. 

The Cuarrman. Mr. Multer. 

Mr. Mutter. Thank you, Mr. Chairman. Mr. McCulloch touched 
upon one of the fundamentals that is involved here, a few moments 
ago. He was getting back to fundamentals. I think it is important 
to reemphasize the fundamentals. The Constitution vests the control 
of money in the Congress. The Congress as a matter of convenience, 
because it cannot possibly do the job, has vested that control in the 
Federal Reserve Board, the Federal Reserve System. That System is 
supposed to be not independent of, but subject to and responsive to 
and responsible to the Congress. They are supposed to be our arm 
in doing this job. I think that is what is overlooked most of the time. 
The public i is given the idea because the banks that are members of the 
System own stock, which is not stock, that they own this Federal 
Reserve System and all the Federal Reserve banks. That is not SO, 28 
Mr. Patman pointed out, and as Mr. McCulloch made the point, this 
Congress can direct the Federal Reserve Board and the banks to do 
certain things, and when Congress no longer wants them to do it, it can 
repeal the law or change the law. We can very easily, I think, accom- 
— what we want to do here by changing 13 (b) of the Federal 

eserve Act and extending those powers and directing the Federal 
Reserve bank or rather authori izing the Federal Reserve ‘bank to make 
these risk capital loans. 
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But I think the objection to doing that is that if they have not used 
the power effectively and sufficiently under 13 (b) for the limited type 
of loan, there obviously is in that administration as it exists in the 
Federal Reserve Board a desire not to engage in commercial loans of 
any type. Therefore, if we were to simply change 13 (b) and enlarge 
the power, we would have an enlarged power in law or in theory and no 
action. We have a right to feel it would not be used any more under 
the new provision than it has been used under the old provision. 

Mr. Rreniman. Would the gentleman yield there? 

Mr. Muurer. Yes. 

Mr. Rreuiman. I wonder if Mr. Neal would not express his own 
opinion on that point, because just before someone asked him what 
experience he had in respect to the provision of 13 (b), and he said 
that he was a great exponent of it and advocated it, but it had no results 
and only one loan was made under that provision. 

What would be your feeling, Mr. Neal, under the provision that 
Mr. Multer has suggested, if it were added to the Federal Reserve? 

Mr. Neat. I am delighted that you have asked that question directly, 
so that I can speak to it. 

Section 13 (b) was incorporated in the Federal Reserve Act, I 
think, in 1934. It was an antidepression measure. There has been a 

rood deal of uncertainty and confusion on the part of the Federal 
eserve people over the years as to whether the Congress intended 
that that power be used except in time of recession or depression. 

This is one of the reasons why the Federal Reserve did not go out 
and solicit business under this provision at all times. 

Further, as I stated earlier, the restrictions in section 13 (b) would 
make it impossible to do a really good risk-lending job, because you 
cannot finance a new business under it and you can only finance work- 
ing capital, and I forgot to mention still another limit, which is that 
you may not make a Yoan longer than 5 years. Five years is where 
the trouble begins. It is the 5-year and longer loan that small busi- 
ness wants, and they do not want it just for working capital purposes. 
They want it for capital purposes. They want to invest it in plant 
and machinery and equipment. 

So, even with the best intentions in the world, the Federal Reserve 
could not have done a job under this provision, and I think they have 
said so from time to time. . 

Mr. Rreniman. If amended as suggested by Mr. Multer, what would 
be your opinion ? 

Mr. Neat. My personal opinion is that the Federal Reserve is miss- 
ing a great opportunity in not being here and advocating just such 
a course of action. 

Mr. Mutrer. Can we not attribute that also to the fact that they 
think they have enough to do just supervising the banking system, and 
their job is big enough without getting into the field of making loans? 

Mr. Neat. They may think they have enough to do, but they have 
great unutilized capacity in the Federal Reserve banks, and they can 
always get more of it if they need it. 

Mr. Mutrer. Let me go one step further, then. Do you think we 
would get sympathetic treatment of such a program as we are talking 
of here if we amended the law and gave the Federal Reserve Board 
the authority to do it? Would not that program also stagnate there? 
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Mr. Neat. I would like to quote you, sir; if you direct the Federal 
Reserve to do this job as an instrument of the Congress, it will do a 
job that it has been directed todo. I am confident of that. 

Mr. Motrer. All right. 

Then that brings us to the next point. 

Did you want me to yield? 

Mr. McCutxocn. I want to have the record show at this point again 
the position of the CED with respect to such direct loans. I under- 
stand that you, or the CED, is opposed to such direct loans by the 
Federal Reserve or by any governmental agency; is that right ? 

Mr. Neat. No; I think there is difficulty in interpretation of CED’s 
position, but CED specifically endorsed section 13 (b) loan guaranties, 
so that I guess we are all right on that, and I am all right in advo- 
cating it. 

Mr. McCutxocn. Has it endorsed the loaning authority that the 
Small Business Administration now has? 

Mr. Neat. No, sir. And that comes under the heading of direct 
loans, which I am fairly sure it would not endorse. 

Mr. McCutxocu. So therefore, again, so that the difference does 
not confuse me further, your organization is opposed to direct loans by 
any Federal agency except under section 13 (b) of the Federal Re- 
serve Act? 

Mr. Neat. I would not say “except under” but except of that type. 

Mr. Muurer. Let me understand this: Who will own and control 
these lending corporations or banks that you are proposing? 

Mr. Neat. The CED Capital Bank proposal was that these banks 
be owned entirely privately. 

Mr. Murrer. Where would the money come from ? 

Mr. Neat. They expected it to come from private sources, such as 
insurance companies, railroads, utilities, and so on, as it has come for 
these State development corporations. 

Mr. McCuttocn. But may I interrupt there? 

Mr. Muurer. Yes. 

Mr. McCutiocn. Only in driblets and wholly inconsequential 
sums; is that right? 

Mr. Neat. That is correct, sir. And that is why I want to say we 
made this statement in 1947 before we had the experience with the 
development credit corporations. It is now clear that we need some 
supplement to those private sources. 

Mr. McCutxocn. And, Mr. Multer, if I may interrupt for one more 
question. Do you see any change in conditions in this country that 
would cause these companies and other private lenders to rush in to 
provide funds for development corporations patterned after your 
New England corporations? 

Mr. Neat. Insurance companies have invested. Seventeen insur- 
ance companies have become members of these six northeastern devel- 
opment credit corporations, and have made funds available. 

Mr. McCutiocn. But only again in inconsequential amounts and 
wholly ineffective for the need which you have described to us. 

Mr. Neav. As a matter of fact, they are willing to lend more money 
than the development corporations are able to use, because the develop- 
ment corporations do not have enough capital. 

You see, they have to have a ratio of about $1 of capital for every 
$8 of their own loans, and they have not raised enough capital so that 
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they have not called upon the full resources that have been made avail- 
able to them by banks and insurance companies. 

Mr. McCuttocu. Will they be able to raise the capital then? 

Mr. Neat. I think if you got an additional source of capital, such 
as the Federal Reserve, then they would be able to call upon these 
insurance companies and banks for more money in the form of loans 
from the insurance companies and banks. 

Mr. McCutiocn. And do I understand you to oppose using the 
Federal Reserve bank surplus for this purpose, but you are in favor 
of the Federal Reserve bank buying stock which you think, in turn, 
will induce insurance companies and other private lenders to provide 
loans to the development corporation, who, in turn, may loan it to 
small business? Is that your position ? 

Mr. Neat. So that I may make it very clear, sir, I personally favor 
having the Federal Reserve huy stock in such organizations as de- 
velopment corporations. I only oppose something else, that is, that 
this be the exclusive source of capital for these capital banks, No. 1. 
And the other thing that I opposed—I did not oppose it, I merely 
raised a warning sign—was opening up a very dangerous route when 
we use this route for financing. 

But, nevertheless, dangerous though it may be, I would personally 
be willing to take the risk. 

Mr. Mutter. As I see it, correct me if I am wrong, you used the 
word “capital” in its all-inclusive meaning of capital assets available 
for lending. 

In other words, let the Federal Reserve Board put in the capital 
with which to buy the stock, and let the insurance companies and the 
other lending institutions put in the capital which will be in the way 
of loans? 

Mr. Neat. Precisely, sir. 

Mr. Mutter. That brings us, I think, to what Mr. Hosmer asked, 
and I think he asked you what was the objection to this reserve being 
used other than the inflationary effect. And as I understood you, 
after you got all through, the only objection was the inflationary 
effect. 

Mr. Neat. That is correct, sir. 

Mr. Mutter. When we get right down to the root of the trouble 
here, we have a limited supply of money available in the country to- 
day; is that not so? 

Mr. Neat. I hope we have. 

Mr. Mutter. And if we are going to make any money available for 
loans to small business or for capital investments in small business by 
way of purchase of stock, no matter how the development corpora- 
tion or the Federal Reserve 13 (b) or (c) money will be lent, or the 
new national capital bank will make the money available, it will have 
to come out of that same supply ? 

Mr. Neat. No, sir. You oversimplify it, if I may say so. You see, 
there is the difference between newly created money, which is what 
the Federal Reserve would be putting in, and money, let us say, that 
you gentlemen in Congress appropriate that might come out of taxes. 

The money that comes out of taxes is coming out of somebody's 
pocket. It has been earned, and you are not adding anything to the 
money supply. You are merely rechanneling. Whereas the money 
that comes out of the Federal Reserve is new money. It is a net addi- 
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tion to the money supply. It can be inflationary. There is that dif- 
ference. 

Mr. Mutrer. That is precisely the point. If we are going to make 
any such system as we are talking about work, whether it is going to 
be a 13 (c) in the Federal Reserve Act or it is going to be a Spark- 
man bill or a Patman bill, or it is going to be a development corpora- 
tion on a regional basis or on a national basis, it cannot work unless you 
get new money into it; is not that right ! 

Mr. Neat. Not in the sense in which I use “new smoney. » But I 
think the sense in which you are using “new money” is you have got 
to have new capital. 

Mr. Muurer. Unless you increase the money supply with additional 
money—— 

Mr. Neat. You are saying you have got to have additional capital 
for this purpose, and with ‘the statement in that form I agree with 
you entirely. 

Mr. Murer. You must increase the money supply. 

Mr. Brown. Will the gentleman yield? 

I think what Mr. Neal is saying, you have got to have rechanneled 
money, not new money. Is that correct ? 

Mr. Neat. That is right, sir. I would prefer it be rechanneled 
rather than brand new. 

Mr. Murer. But can you rechannel it unless you take money out of 
the Federal Reserve Sy stem and channel that money into the lending 
field or into the capital field by way of additional money in the money 
supply ? 

Mr. Neat. Yes, you can do it by simply appropriating tax revenues. 

Mr. Murer. You can also do it by taking the reserves in the Federal 
Reserve System and using all or part of them. 

Mr. Neau. Yes, but that is different. One is a net addition to the 
money supply; the other is rechanneled money out of my pocket and 
yours and everybody else’s. 

Mr. McCutiocn. Mr. Chairman, I would like to interrupt at this 
point. 

Would the rechanneling of the 3 percent that the chairman talks 
about, which was the earnings on the money loaned, fit into that de- 
scription ? 

Mr. Nea. Yes, sir. 

Mr. McCutxocu. I do not believe it would. 

Mr. Neat. That is a safer route to use than the surplus route. 

Mr. McCutiocn. That is earned money, just the same as any other 
interest money, in my opinion. 

The Cuarrman. Whose money is it? It was created money for that 
purpose. 

Mr. McCuttocu. But it was taken out 

The Cuarrman, On the job, on the spot money. 

Mr. McCuttocn. It was taken out of the productive system of the 
country. 

The CHatrman. No; it was not. You are mistaken. Let us get 
this straight. 

You see, how does the Federal Reserve furnish money through the 
rediscount? It creates it then and there, right then. It is not “taken 
from somebody else. 
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Mr. Motrer. Let us get this straight on the record. The chairman 
referred to 97 percent of the income being earned by the Federal Re- 
serve System coming from Government interest, and 3 percent coming 
from interest on commercial loans. That is all in one fund, however. 

When it is received by the Federal Reserve System, 90 percent of 
the profits go into the United States Treasury, 10 percent goes into 
the surplus, ' or reserve fund, but it is all actually United States Gov- 
ernment money, and it is all the same fund. 

Now, it may very well be, as you appear to suggest, instead of taking 
10 percent of that whole fund, just taking 3 percent of it or the equiva- 
lent of that, it is going to come out of the same pocket. 

Mr. McCutxocu. Yes, I understand all that description. We were 
talking about earned and unearned money. 

Mr. Neau. That is right. 

Mr. McCuttocu. The 3 percent or 314 percent, whatever your dis- 
count rate is that is charged to member banks and obtained by member 
banks is, in my opinion, earned money. It is not created money. It 
comes out of the roduction of whatever is produced in America. 

Mr. Muurer. You are quite right. That is earned money. And 
when it is earned, it goes into the United States Treasury to the extent 
of 90 percent, and 10 percent instead of going into the United States 
Treasury stays in the Federal Reserve banks. 

Now, when you talk about rechanneling that money, we are talking 
about the same thing, I believe. You would take some of that money 
and put it into this system ? 

Mr. Neat. That is a highly technical point. Perhaps I should not 
even mention it. 

Mr. Evins. Why not? 

Mr. Neat. If you take a part of the earnings, the current earnings 
of the Federal Reserve banks, and channel it into these capital banks, 
it is a little different than taking a part of the surplus, because if 
you take a part of the current earnings, that is out of the current 
flow of income in the economy, and is really income being rechanneled 
into investment; whereas if you take it out of that surplus, what you 
are doing is when you put it to work, you are creating new money. 

Now, this is a highly technical point, and in the long run the re- 
sults are going to be the same anyway, but I just wanted to make it. 

Mr. Mutter. There is nothing technical about it at all, as I see it. 
All you are saying, in effect, is, take it out before we e put it into the 
surplus, before you determine whether there is a surplus. But you 
are still dealing with the same dollars. 

Mr. Hosmer. Will the gentleman yield ? 

Mr. Muurer. Mr. Yates asked me to yield, and then I will yield to 

ou. 
: Mr. Yares. On this one question, you said you were in favor of 
reappropriating tax revenues rather than using any of the funds of 
the Federal Reserve bank; is that correct ? 

Mr. Neat. May I correct that,sir? I hope I said 

Mr. Yates. That is what you said. 

Mr. Neat (continuing). That it was more desirable from the stand- 
point of a contribution to inflation or lack of it to use tax revenues 
rather than this appropriation from the Federal Reserve. 
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That discussion had to do with whether you were using new 
money or whether you were using something that was already in 
existence. Again, I think it is a technical point. 

Mr. Yares. Assuming that we follow that statement, are you not 
then negating your opposition to any special benefits, any special tax 
benefits for small business ? 

Presumably by rechanneling the fund that you get from tax reve- 
nues for the purpose of lending funds to small business exclusively, 
why, then, do you not permit the same thing to be done by a re- 
channeling of tax revenues in changing the corporate base, in chang- 
ing the corporate base of taxation in favor of small business ? 

r. Neat, What I had in mind, sir, was that there is a choice 
here between the Congress making an appropriation, which pre- 
sumably when spent would be i from tax revenues generally, as 
against making an appropriation which would increase the supply 
of money, but which would not come from the revenues of the Gov- 
ernment. That was the only distinction. 

Mr. Yates. Are we not really arguing social purpose again? From 
time to time the Congress has given special tax benefit for certain 
social purposes, as for example a depletion allowance for developing 
oil, 2714 percent, which is rather substantial. 

The Cuarrman. That is not a social purpose. 

Mr. Yates. I agree, Mr. Chairman, it is a political purpose. 

Mr. McCuttiocn. No, a material purpose. 

Mr. Yates. But there are other types of tax benefits to other types 
of corporations for various purposes. 

Would you say that small business does not deserve special con- 
sideration? Apparently you feel it deserves some type of special con- 
sideration, because you would set up a bank to provide funds for its 
equity financing. 

Mr. Neat. May I repeat something and then add something that I 
have not said before ? 

Mr. Yates. You certainly may. 

Mr. Neat. We feel that small business does not get an even break 
in access to financing, and therefore would feel that a good purpose 
is reved by setting up something like a capital bank for the special 
benefit of small business, because you are only evening up something 
that is already an inequity and an inequality. 

With respect to our tax position, on the other hand, the taxes are 
the same rates, at least on coporations, large, small, and so on. 

But to change rates in favor of small business would be singling out 
one type of business for special treatment, thereby destroying what is 
presently an even treatment. | 

[ use the words carefully in view of Mr. Multer’s comment earlier. 

Mr. Brown. Would the gentleman yield? 

Mr. Yates. I yield. 

Mr. Srety-Brown. Will you yield to me? 

The Cuatrman. Listen, gentlemen, suppose we follow the order. 
Otherwise, I doubt that we will get through. 

[ think Mr. Multer has the floor, if you will bear with us on this. 

We have another witness; three witnesses yet. We cannot take too 
much time with one witness. I do not want to be in the attitude of 
denying any member of the committee. 

Mr. Muurer. I will try to wind up very quickly, Mr. Chairman. 
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The Crarrman. Next, will be Mr. Riehlman. 

Mr. Mutrer. As of now, in these six development corporations that 
you have talked about thus far, you tell us that the insurance compa- 
nies and financial institutions have made contributions, bought stock 
in those companies; am I right? 

Mr. Neau. Correct. 

Mr. Mutter. Did I understand you to say that if the Federal Re- 
serve System bought additional stock in those eee corpora- 
tions that then these financial institutions would make more money 
available to them ? 

Mr. Neat. Yes, sir, they would be able to. 

Mr. Motrer. Would they do it by way of additional purchases of 
stock or additional loans? 

Mr. Nea. Presently, the total stock in these 6 corporations is $134 
million, and they have loans outstanding of approximately 6 times 
that amount. They are reluctant to have loans outstanding much 
more than in that ratio to their capital. And I think you are going 
to hear from one or more of these corporations, and they will tell you 
about that problem. 

So that if they could have more capital, and it is hard to get—that 
is the hardest thing have to get—they could probably make more loans, 
because they have pledges from their members, their bank and in- 
surance company members, pledges by them to make available in the 
form of loans to the development corporations nearly $29 million 

You see, they only have $10 million in loans outstanding, so they 
have twice as much again available if they could increase their capi- 
tal. 

Mr. Mutter. They have approved $23 million worth of loans? 

Mr. Neat. Yes. 

Mr. Mutter. And only $10 million has been disbursed ? 

Mr. Neat. $10 million presently outstanding. 

Mr. Motrter. All right. 

Well, you still have not answered my question. If this additional 
capital is put into these corporations by someone other than the in- 
surance companies and financial institutions, will these financial insti- 
tutions and insurance companies buy more stock, or will they lend 
more money to these development corporations ? 

Mr. Neat. They have pledged themselves to do the second, to lend 
more money. 

Mr. Mutter. To lend? 

Mr. Nea. Yes. 

Mr. Moutrer. If we are going to develop this kind of a corpora- 
tion on a national scale, or even on a regional scale, why should the 
Government put the money into an institution like this so the finan- 
cial institutions can lend the money to that institution to lend out 
again ? 

Mr. Nea. If you want to get an increased supply of funds for 
small business through a special institution set up for the purpose, this 
is one way to do it. 

Mr. Moutrer. But not for the benefit of the lending institutions that 
can lend directly. 

Mr. Nrat. These credit corporations do not make the type of loan 
that an insurance company or a commercial bank can make. These 
are marginal credit situations. Some of them are equity situations. 
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Mr. Motrer. But is it our desire to help the financial institutions 
make more money and get bigger, or it is our desire in this type of 
legislation to help the small-business man get money ? 

Mr. Neat. All I can say, Mr. Multer, is that the banks and in- 
surance companies that pledge themselves to make this money avail- 
able—— 

Mr. Mutter. By way of loans? 

Mr. Neat. By way of loans—did not do so with the thought that 
this was going to be a particularly profitable kind of business. In 
fact, some of them had to be persuaded rather heavily, but if you 
want to use a private channel, here is a private channel. If you 
want to use a Government channel, that is something else. 

Mr. Mutrer. But your recommendation is, use a private channel 
with Government capital. 

Mr. Neat. With some supplement. That is why I said I would 
hope that the maximum of private capital would go into these things. 

Mr. Mutter. I am at a complete loss to understand the position of 
your committee. You are opposed to the Small Business Administra- 
tion using Government funds to lend people money who need it and 
‘~annot get it from financial institutions, but you are in favor of tak- 
ing Government money and giving it to an institution which will then 
borrow more money from the lending institutions and lend all of it. 
I cannot follow that. 

Mr. Neat. I think it is clear that it is both cheaper and more effi- 
cient to do it the second way, because for every dollar of Government 
money or of Federal Reserve money that you would put into this 
thing, you would get at least $8 of private money to do the same kind 
of work. 

I think that is good economy. 

Mr. Mutrer. You have not gotten it thus far. 

Mr. Neat. We have no Government money in these institutions 
either. 

Mr. Mutrer. But they have got their own money, $134 million, and 
they have only lent $10 million. That is not eight times. 

Mr. Neat. About six times, presently. They are permitted to go 
to eight. 

Mr. Mutter. They have not gone to that, or they have not the loans 
with which to go there. 

Mr. Neat. One has gone to eight, and others are new and so on, and 
have not been in business long enough to reach that ratio. 

Mr. Muurer. Thank you, Mr. Chairman. 

The CHatrMan. Any questions, Mr. RiehIman ? 

Mr. Rreniman. I want to ask you just one or two questions. I want 
to refer to the statement you made in reply I think to Mr. McCulloch 
or Mr. Multer that your organization is opposed to direct loans through 
any Government agencies unless it is in case of emergency. 

Let me ask you this: Are we not today in the United States in a 
period of emergency as far as financing for small business is con- 
cerned ? 

Mr. Neat. I think that the Congress could make such a finding or 
declaration. 

Mr. Rreutman. Do you or do you not feel that we are in a period 
where some direct assistance from the Federal Government must be 
forthcoming for financial assistance to small business ? 





114 PROBLEMS OF SMALL-BUSINESS FINANCING 


Mr. Neat. Yes, sir; I said this before, I think there should be some 
special assistance. 

Mr. RieuimMan. But you are opposing the Federal Government using 
its funds in setting up these banks to any great extent ? 

Mr. Neat. That is right, we want to minimize it. 

Mr. Rrewiman. You want to minimize it ? 

Mr. Nea. Yes. 

Mr. Rieutman. All right. Now, as to the reasoning behind this 
thinking, is it that you do not want the Federal Government directing 
the activities of small business and that small business will receive 
more favorable attention from the local banks and local people who 
have money invested in these local banks or institutions ¢ 

Mr. Neat. Iam not sure I understand your question. 

Mr. Rieutman. Well, suppose we had in the State of New York an 
institution, and the Federal Government has a certain amount of 
financial assistance in it? 

Mr. Neat. Yes. 

Mr. Rrenuman. The rest of the money is forthcoming from insur- 
ance companies and business people in that area. Do you feel that 
the business people going into that institution would get more favor- 
able acceptance for credit, and that they would receive more favorable 
attention because all the local people have an interest in the bank? 

Mr. Neat. Yes. 

Mr. Rreniman. And because their funds are invested there? 

Mr. Neat. Yes, sir. 

Mr. Rreximan. You do think so? 

Mr. Neat. Oh, yes; I think so definitely, they have a stake in this. 
Also, these people who would be coming in to borrow money from the 
credit corporation, they are people who are well known to people who 
are also investors in the credit corporation and the credit corporation 
has a real interest in seeing them get ahead, and so forth. 

It is really very different from going to a Government agency where 
you do not have that. 

Mr. Rrentman. Well, I had some of that feeling myself and I have 


had many people express that feeling to me. They just do not feel: 


that they get the right reception from a Federal agency. Now, I do 
like that and I do not think that it should be the case, but apparently 
it is. I was just wondering if you did not have that feeling in your 
organization. 

Mr. Neat. Yes, sir. 

Mr. Rreniman. Now, one other thing and this is on the tax reduc- 
tion problem. 

I asked the question this morning of Mr. Noonan, and I am going 
to ask it of you. 

Do you not feel, and I think you expressed it in your statement, that 
one of the most important things we can do in this coming session of 
Congress is to give some relief to small business by way of revision of 
the income-tax structure so that the can pour some of the money back 
into their business for improvement and expansion and for increasing 
their facilities? 

Mr. Neau. Well, our feeling is that we would like to see that relief 
given across the board, not just to small business or to one class. 
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Mr. Rientman. Well, I would like to see it done that way myself, 
but I am pretty positive that is not going to happen. We are not at 
this time going to see any such type of tax revision in the tax laws. 

And I happen to have a little experience in small business, and I 
think that one of the most important things to be done in this Congress 
is to really make a revision of our tax laws permitting businesses to 
have a certain portion, say the first $25,000 or $50,000 that they could 
use for the specific purpose of pouring it back into the business. I 
think that we would then eliminate some of the need for financial as- 
sistance in many of the small industries. 

But you are opposed to that ! 

Mr. Neat. Yes, sir. 

The Cuarrman. Mr. Yates. 

Mr. Yates. Yes. 

Do you believe, Mr. Neal, that large businesses because of the tax 
situation are able, more able to pour money back, as Mr. Riehlman put 
it, into, say, an expansion program, rather than resorting to outside 
financing, that they are able to do it and that small businesses cannot do 
it. 

Mr. Nea. Well, that is a difficult question to answer. There is no 
doubt that one of the problems of small business is the inability to re- 
tain enough earnings to grow; but given a certain amount of earnings 
the tax on small business is no greater than the tax on the larger 
business. 

So, what you are saying is that the larger businesses are earning more 
and after taxes they are able to plow back more—well, this starts then 
with the amount of earnings; does it not ? 

Mr. Yates, That is right. 

Mr. Nera. Well, this is something that conditions in the market 
apparently have produced. 

Mr. Evrns. I would merely want to point out in the record that cer- 
tain statements have been submitted that the fast tax writeoff favored 
larger businesses and that small business was not receiving that 

Mr. Yares. Well, he is opposed to that, because that is for a special 
tax purpose. 

Mr. Neat. Frankly, I cannot remember what position our organiza- 
tion takes on that. Can I beg that one? That was an emergency tax 
privilege which I understand is now ended. 

Mr. Yates. Well, in 1956 it was still being granted; was an emer- 
gency still existing? 

Mr. Neau. Well, it was intended to be used in an emer gency. 

Mr. Yates. But you would classify it as such—a special tax? 

Mr. Neau. Yes; asa special tax. 

Mr. YAres. Why are you opposed to the Small Business Adminis- 
tration ? 

Mr. Neat. As a matter of fact, I don’t think that there has ever 
been any statement of opposition to the Small Business Administra- 
tion, it is just that the organization makes a general statement that it 
is opposed to direct Government lending and, by extension, that there 
must be opposition to the Small Business Administration. 

Mr. Yarers. Well, I thought I heard you say that you were opposed 
tothe Small Business Administration. 
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Mr. Neat. Only on the basis of that statement I have to say that, 
but actually it was never considered. Perhaps if they did consider 
it, perhaps they might change their mind. 

Mr. Yares. The reason I ask is that Small Business lends money to- 
gether with participation. 

Mr. Neat. Yes. 

Mr. Yares. And I wondered what was the basis of your statement, 
why you oppose the participation of private capital with Small Busi- 
ness responsibility ? d 

Mr. Neat. I personally have no opposition to the Small Business 
Administration, I was merely stating a general principle that my or- 

anization had arrived at and had made no exception to, so I am not 
ane to say that they would favor the Small Business Administration. 

Mr. Yates. Well , what is your personal opinion ? 

Mr. Neau, My personal opinion is that I think that the Small Busi- 
ness Administration probably is needed. 

Mr. Muurrr. Do I understand your organization is opposed to the 
operations of the Export-Import Bank? 

Mr. Neat. There again, they have no opposition on the Export- 
Import Bank as such. 

Mr. Mourer. The Export-Import Bank makes direct loans? 

Mr. Neat. I know that 

Mr. Yates. Therefore you must be opposed to it? 

Mr. Neat. No, I think there is some specific language somewhere 
which does give the Export-Import Bank endorsement, so it is already 
an exception. 

Mr. Yates. Well, if there is not, we will put it in. 

Mr. Mutter. How about the International Finance Corporation, are 
you opposing that, too? 

Mr. Near. No, pretty clearly we would not oppose it. 

Mr. Murer. You would not oppose it 

Mr. Neat. No. 

Mr. Mutter. They also make direct loans. 

Mr. Nea. This is a special field in which, you know, there are many 
exceptions both in our Government and public policy 

Mr. Yates. Are you familiar with the operations of FNMA? 

Mr. Neat. Yes, sir. 

Mr. Yares. Do you consider that it performed a more useful func- 
tion in ate previous Be than its present state ? 

Mr. Near. Well, I am familiar with FNMA but I am not familiar 
enough with the oe icacies of the setup—— 

Mr. Yates. Well, you do know that previous sly FNMA suppor ted 
mortgages in the secondary market and it now is a competing institu- 
tion with any other mortgage lending institution in the country; is 
that not true? 

The Cuarrman. Is it competing? 

Mr. Yates. I assume it is competition because when it goes in all of 
the other institutions drop out. 

Mr. Nerau. I don’t think it considers itself as competitive 

Mr. Yates. Of course, we appreciate that Congress made it a 
moneymaking institution, and so we have to make money for our 
stockholders and previously it was an institution which did not have 
to worry about making money. Is this not but one of the concerns 
of the type that you had in mind? 
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Mr. Neat. Yes, sir; and I think that is a very fine purpose, the 
profit motive. 

Mr. Yates. Well, I agree that it is, the profit motive, except that 
somewhere along the line you have to find an organization that is 
willing to put public interest above the private motives especially in 
emergency. And I gather in response to a question Mr. Riehlman 
asked you that you oushe that we were in a period of emergency 
at the present time. Is my interpretation correct? 

Mr. Neat. No; I don’t think I answered the question that way. 
The question asked me earlier was in respect to the small-business 
problems—were we in an emergency and I did not answer that ques- 
tion that we were. I think Congress could make a finding and could 
sodeclare. I personally do not feel we are. 

Mr. Yares. I take it that that answer means that Congress can 
make such a finding and can do so with justification ? 

Mr. Neat. I do not subscribe to any such declaration. 

Mr. Yates. Well, how would you answer Mr. Riehlman’s question ? 

Mr. Neat. Do I think we have an emergency with respect to small- 
business financing ? 

Mr. Yates. That is right. 

Mr. Neat. No, sir; I think that we merely have a variation of a 
problem that has been with us for a great many years. Small busi- 
ness has not had adequate financing for longer than I can remember, 
certainly for almost as long as I have studied this problem, so this is 
only a continuing problem. 

Mr. Yates. When does it come into the category of being an 
emergency, when does it get so bad as to constitute an emergency ? 

Mr. Nrau. Well, when the growth of the economy is so greatly im- 
paired, when small-business organizations are dying like flies, and 
so on, then I guess we have a real emergency. We don’t have that 
emergency today. 

Mr. Yates. You mean one such as existed around 1932 and 1933? 

Mr. Nea. We definitely had an emergency then; yes. 

Mr. Yares. Is that what you mean by “emergency”; does it have 
to be a comparable condition ? 

Mr. Neat. No, sir; I don’t think it has to be that bad. 

Mr. McCutxiocu. Like 1939? 

Mr. Neau. The impression that I hoped to give is that we should 
have in existence an organization capable not only of taking care of 
an emergency but of preventing any serious emergency from devel- 
oping. 

Mr. Yates. Well, that is what we want, too, and that is the reason 
we are here. We think that we have to give some kind of considera- 
tion to small business so that we do not have our small businesses 
dying like flies and find ourselves winding up in an emergency. That 
is one of the reasons we are here today, to find some way to avoid 
coming to that conclusion. Apparently, that is where you and some 
of the members of the committee do not see eye to eye; apparently in 
all other respects you are in agreement; is that about right ? 

Mr. Neat. Exactly. 

The CHarrman. Mr. Seely-Brown ? 

Mr. Srrty-Brown. Yes; thank you. I want to follow the question 
that Mr. Multer started a little earlier. 
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Do I understand that, as a representative of your organization, you 
favor the formation of new capital banks for the purpose of helping 
small business. Is that correct? 

Mr. Neat. Yes, sir. 

Mr. Srety-Brown. And am I further correct in understanding that 
the money for that operation, you believe, should come in the 1 mini- 
mum amount from the Federal Government and in the maximum 
amount from private sources ? 

Mr. Neat. Yes, sir. 

Mr. Sreiy-Brown. Would you give us a guess as to what percent, 
and we will recognize it, obviously, as a guess. 

Mr. NEAt. Well, I should say that, initially, the nonprivate contri- 
bution, and because there are many sources as I suggested, the non- 
private contributions clearly should not exceed 50 percent. 

Mr. Sre.y-Brown. 50 percent ? 

Mr. Nea. Yes. 

Mr. Srety-Brown. Now, my question is this: That means that at 
least 50 percent of the money in setting up these capital banks is to 
come from private sources ? 

Mr. Neat. Yes, sir. 

Mr. Sreery-Brown. And those banks are going to do nothing but 
help small business ? 

Mr. Neau. Yes, sir. 

Mr. Sre.y-Brown. Well, now, if you believe that 50 percent of that 
money is coming from private sources to help small business spe- 
cifically, why is not that 50 percent available to small business right 
now without the medium of the banks? 

Mr. Neat. Well, we faced that problem in connection with these 
private institutions which we now have set up. 

Mr. Srety-Brown. Yes. 

Mr. Neat. And a bank is limited in the terms of the loan, in the 
kind of a risk which it can take, in the rate of interest that it feels 
it appropriate to charge, and it cannot by any stretch of the imagina- 
tion take an equity position, and there are many other limitations on 
loans by banks, and it was for those reasons that it was felt that a 
special type of institution should be set up which could take risks 
which banks and other conventional lenders could not take and which 
could tailor the kind of loans to the peculiar requirements of the bor- 
rower, which could take an equity position if it were needed, which 
could, incidentally, give some management assistance in places where 
it is needed (for example, the credit corporation may put a man 
on the board of the company or something of that sort) so that the 
need cannot be met by the existing institutions, and I think we have 
pretty clearly demonstrated it. 

Mr. Srety-Brown. Well, if you establish new capital banks and 
you try to set them up to help only small business, would you limit the 
kind of help that they could give fo small business ? 

Mr. Neat. No, sir, It is very important that the types of assist- 
ance that may be given be as broad as you can possibly conceive. 
The best charter that I know of for this type of operation is the 
charter of the Rhode Island Development Corp., which may take 
an equity position. It may buy and sell real estate, and it has. Those 
are things which a bank or conventional lender cannot do, and yet 
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these are the types of financing that you have to do to give the maxi- 
mum help to small business. 

Mr. Seety-Brown. In other words, your feeling is that the capital 
bank would not compete with present lending institutions or the pres- 
ent private lending institutions. Is that your feeling ? 

Mr. Near. Not only my feelings, sir. It is my strong recommenda- 
tion that if you want these institutions, these capital “banks, to give 
the maximum assistance, then assistance must be above and beyond 
what is ordinarily available. The way that the development cor- 
poration is set up is that, if any loan can be made by a conventional 
institution, then it takes the business right away from the develop- 
ment corporation; it is only the ones that cannot be made by the con- 
ventional institutions that they make. 

Mr. Srety-Brown. In other words, this is not a competing agency 
or a competing business ? 

Mr. Neat. No, sir. 

Mr. Srety-Brown. It would be one doing an additional business 
and only that business ? 

Mr. Neau. Yes, sir. 

Mr. Srety-Brown. But to do that job it would still have to have 
wide powers ? 

Mr. Neau. Yes, sir; very wide. 

Mr. Srety-Brown. And you feel you could get sufficient private 
financing from private sources of capital to do it ? 

Mr. Neat. Well, I can say this. The amount of financing available 
in New England, if it is matched dollar for dollar with what is already 
in the ec redit corporations, would give you a bigger lending institution 
than your $10 million capital b: nk. ‘AM you have to do is to double 
the capital of these New England institutions and then call on the banks 
and other lenders for what they promise to lend and you get better 
than $10 million—over $16 million, to be exact. 

Mr. Sre.y-Brown. Well, that is what I am getting at. In other 
words, do we even need the capital bank ? 

Mr. Neat. Well, we do not have enough now. You will probably 
hear from one or more of these men who will tell you that they cannot 
raise enough equity money for the development corporation so they 
need some supplement in their c apital. 

Mr. Seery-Bsown. Well, I am just wondering if we cannot get 
enough private money to finance the development corporation, whether 
we are going to get enough money to finance your capital bank. 

Mr. Neat. What I am suggesting, and so far as New England is 
concerned, the proposed capital bank essentially consists of these 
State development corporations already there—— 

Mr. Srety-Brown. Every State in New England has a development 
corporation ? 

Mr. Neat. Every State in New England has a development corpora- 
tion and there are about seven other States that also have them, but 
they are not doing very much business yet, they are brandnew. 

Mr. Srety-Brown. I want to repeat a question asked earlier and I 
will ask it because I want to be sure: Has the Federal Reserve Board 
any stock in any of the development credit corporations ? 

Mr. Neat. No, sir, and I do not believe they are authorized to buy it. 
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Mr. Srety-Brown. That is what I meant, if they are authorized to 
buy it. 

Mr. Neat. No, sir. 

Mr. Srety-Brown. In other words, all the money that is in those 
development credit corporations is from private sources ? 

Mr. Nea. Yes, sir. 

Mr. Seeiy-Brown. How about the States themselves ? 

Mr. Nea. The States have no money in it. 

Mr. Sreiy-Brown. Is that by law ? 

Mr. Neat. No government money of any kind. 

Mr. Srery-Brown. And you feel that some sort of an organization 
whereby you could have some Government money, but not too much, 
would get you over the hump? 

Mr. Neat. I should say 49 percent, no more than 49 percent. 

Mr. Srery-Brown. Is there not some danger of them getting 
bigger 

Mr. Neau. If you set these things up right with enough capital I 
think you will find that the size will delimit itself. That is to say, 
any responsible body of men administering these corporations will 
find that there is only so much money that can usefully and profitably 
be used in this direction and I think it will be a self-limiting process. 

Now, that does not mean that everybody that wants money will 
get it. 

Mr. Seeiy-Brown. That is all. 

The CuHarrmMan. Mr. Brown? 

Mr. Brown. Mr. Neal, let us exchange ideas just a little bit. We 
are coming into the midst of an era, L think you will agree, where 
recent scientific discov eries, new research, new brains, new methods 
and new ideas are very important in the public interest; indeed, the 
country depends on it. 

The public theory is that the big company seems to have all the 
facilities and all the abilities to develop things but you and I know 
that is not true. Bigness alone and giantism have no monopoly on 
ideas. 

I talked recently to three young research men who had gotten to- 
gether. They had pooled their know-how and their brains into a 
smal] company in my area. They had left a major corporation to 
do that because they did not like the sterility of the big corporation, 
the unwieldiness of the big operation. 

They can make a real contribution to the national interest right 
in the next decade. They have some money in their business and 
they have operated for 3 years together and they have been success- 
ful. They have made some money but because of the tax structure 
they cannot plow any of it back in and they need capital. They need 
$50,000 for the fixed assets and they need $50,000 to float accounts 
receivable. 

It is my personal opinion and I want to exchange this idea with 
you, that if there were a capital investment bank set up in our area 
where these men could go and say, “Now, look, we need $50,000 for 
fixed assets right here”—all right, the bank officials then w ould sit 
down with them and say, “W ell, now, we can do that with $20,000 
common stock, the rest of it to be preferred stock and bonds; these 
boys know what they are doing, it is going to be successful, we will 
take care of the fixed assets problem.” 
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And they will supply the $50,000 and they in turn will go out and 
sell to the public, because there must be 500 people somewhere who 
would be interested in investing $100 in those young men. 

All right, they would go out just like an investment banker and 
make the primary sale of those securities. In addition, if that bank 
had the facilities, and if that was to be a moneymaking enterprise 
and it would serve a real purpose in our small-business operation 
today, to handle these accounts receivable because, in the first place, 
more small companies have gone broke because of not having adequate 
know-how to serve account receivable than anything else—would you 
agree with that—and if they would O. K. the credit, in order to do 
the collecting for a fee, I think that would be a worthwhile purpose. 

All of this could make money for private investors and capital in- 
vestment companies or a capital bank or whatever you want to call it. 

In order to do that there is going to have to be some original incen- 
tive to get the ball rolling. 

I think that you said that the problem was not necessarily an emer- 
gency, but would you agree with me that the small-business problem 
and the national interest in small business is at least acute right now ? 

Mr. Neat. Yes, sir. 

Mr. Brown. All right. If it is acute, and we see all of these mer- 
gers and all of this concentration of business in big corporations and 
all—I am not much of a man to sit around and say, “Let us bust up 
the Yankees,” I would much rather strengthen the other seven clubs 
in the league. 

But in order to do that you have got to start the ball rolling in 
another direction, would you say so? Then if you are going to start 
that ball rolling, then we have got to make it attractive for private 
capital to invest in that type of operation, is that not so’ 

Mr. Neat. Right. 

Mr. Brown. And one way of doing it is by providing a tax incen- 
tive, would it not, a tax advantage for the small growing corporation 
or the small business, let us say. And another way to do it would be 
to invest some Government capital in it as a temporary thing to prove 
that it will work; would that not be right? 

Mr. Neat. The second alternative is already available for things 
that are in the national-defense area, as you know. 

Mr. Brown. Yes, but are quick writeoffs available; theoretically 
they are available to small business—— 

Mr. Neat. No, sir; I am referring to the V-loan guaranty program. 

Mr. Brown. Yes, sir, but I am not talking about loans, I am talk- 
ing about investment capital, you know, risk, equity capital. 

Mr. Neat. Yes. 

Mr. Brown. If we have the tax assistance and then also if we had 
some Government money as an original investment which would be 
replaced gradually by private capital, because it will make money, I 
have that much confidence in small business, would that not be some- 
thing to get the ball rolling? 

Mr. Nera. I think much of what you have in mind could be done by 
this proposed capital bank because if it made a thorough investiga- 
tion of this company you are talking about and it decided that it was 
willing to put $50,000 of its money ito the enterprise that fact alone 
would make this enterprise attractive for a range of private investors 
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because that investigation had been made and would be enough for 
the hardheaded fellows who appraised this—and this is why the pri- 
vate rather than Government institution is superior, because you have 

a hard group of businessmen who would be making an appraisal of 
the prospects of this company—and when they decided to put in the 
capital bank backing, then you could get private money also into it. 

Mr. Brown. We might be getting our words confused, but in §. 
2160 it is called a national investment company. Now, that type of 
thing appeals to me more than a bank that just loans, even short term 
capital and I think that if we had the proper incentive and proper 
encouragement—now we are talking about some big money here, and 
this Nation spent last year in excess of $30 billion in new plant and 
equipment, in my opinion I feel at least $10 billion of that should have 
been for small business, should have been spent by small business. 

It is going to take some money but the first thing we have got to do 
is to encourage money to be rechanneled in that direction and the in- 
centive of the Government starting the ball rolling may be the only 
way to do it, wouldn’t you say ? 

Mr. Neau. Y es, sir; and you also have a strong incentive right now 
for this type of private investment in the smaller growing companies 
to which you refer and that is, if it were a real good thing you would 
buy stock in it and in 2 or 3 or 4 or 5 years or so you may have some- 
thing very much more valuable, and something that is only subject to 
the capital gains tax. 

Mr. Brown. Right. 

Mr. Neat. Which is a good deal less than the ordinary income tax 
for the people that ordinarily make these investments. 

Mr. Brown. Yes. Now, these young men have no place to go. 
There is nowhere for them to turn and as the result we have got to 
create an entity that will not only help them in the management of 
their affairs and also in an educational manner and information, and 
it can be a central clearinghouse, so to speak, each helping the 
other 

Mr. Neat. Well, all I am saying, Mr. Brown, is that if these men 
are in New England, I could send them to 4 or 5 places that are pre- 
pared to make exactly that kind of investigation and prepared to 
lend that amount of money. 

Mr. Brown. Well, I appreciate that, but we are going to keep them 
in Missouri, we are going to find a place for them, ‘to eet their money 
there. And the Nation has an interest in this thing, it has a stake in 
this thing. 

Mr. Neat. I agree. 

Mr. Brown. And I am quite disturbed to read, Mr. Chairman, the 
other day about a survey of college students in the United States. 
Sev enty-five percent of those students wanted to go to work for a big 
corporation and only 25 percent wanted to go into business for 
themselves. 

Now, what kind of a sterile situation have we reached here—maybe 
it is not an emergency but it is at least acute, and the desirability of 
standing on our own feet and creating and developing a growing busi- 
ness is something that we all ought ‘to cherish in this Nation. 

Mr. Neat. I share the same feeling. 
Mr. Brown. Thank you. 
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The Cuamman. Mr. McCulloch? 

Mr. McCutiocu. No questions. 

The Cuairman. All right, Mr. Hosmer ? 

Mr. Hosmer. Yes. 

Mr. Neat. I would like to check over some figures with you and see 
how they check up with your assessment of the situation. 

These are statistics that were collected in 1954, when a survey was 
made of 15,500 companies. Ninety-five percent of them employed 
fewer than 50 workers. 

The survey showed that 56 percent of those companies have no de- 
sire for any outside financing. ‘Twenty-four percent more had all the 
financing they wanted and they are completely unaffected by the 
statements you are making today and of the remaining, 19 percent of 
them sought loans and only 1 percent wished to apply for equity 
funds. How does that stack up with your assessment of the situa- 
tion ? 

Mr. Neat. Almost every survey that has been made comes out 
roughly the same way. It shows that the problem we are dealing 
with, the uns: utisfied demand for credit or private capital in private 
small business, is limited to a minority of concerns and of those 
concerns the biggest need, the thing that they request, anyway, is for 
long-term credit. 

Upon analysis we usually find that a good deal of the need they 
express for long-term credit is for equity capital but as brought out 
this morning, they basically do not want equity capital because they 
want to retain complete control of that enterprise, so they want a long- 
term loan and the term that they want is usually more than 5 and up 
to about 10 years. The need is in the neighborhood of maybe 10 
percent at the most of the small-business enter} prises. 

Mr. Hosmer. All right. You have come up with the suggestion of 
the private banks to take care of this particular need of that 20 per- 
cent of small business for the investment of risk capital. 

As I understand the essence of many of the things you said, the 
financial community today is not well organized to supply those needs. 
A good part of the reasons is that the be inking and insurance company 
laws themselves prohibit these people from making the kind of invest- 
ment, equity, or the more difficult type of loans that small business 
seeks. Is that correct? 

Mr. Neat. Well, a part of it is organizational and a part of it is 
legal and a part of it 1s that this is a peculiar field of operation that 
requires a high degree of specialization and a kind of competence that 
is rare—and which, by the way, I doubt you can hire on a civil-service 
basis. 

Mr. Hosmer. And you believe that the financing would be available 
if you had the mec -hanics of channeling it, and that mechanics that you 
suggest is the capital bank that speci ializes in it. Is that correct ? 

Mr. Neau. Yes, sir. I think that what we need is a little bit of 
supplementing to the type of organization we have already developed 
that is functioning successfully. 

Mr. Hosmer. In other words we do not have to forget this private 
field and it jump into some vast Government financing program ? 

Mr. Neau. No, sir. 
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Mr. Hosmer. You do believe that however under certain circum- 
stances there may be a reason for a small participation of Government 
either by way of getting it started or some other participation ? 

Mr. Nrau. That is exactly what I believe. 

Mr. Hosmer. But you say however that if it goes beyond that, what 
you might say the bare necessities, if it goes beyond that it becomes an 
operation that is disruptive of our economy because it takes funds 
irrespective of how you define those funds that are in the Federal 
Reserve, and they pump those dollars into the economy and they have 
an inflationary effect, is that right? 

Mr. Near. Yes. If we really want to do a job we will assist in fi- 
nancing the enterprises that are really productive and that are going 
to be profitable and any large amount of money that is simply poured 
into enterprises that do not even have good prospects is just going 
to be a waste of money. 

Mr. Hosmer. Aad the immediate problem is to establish the me- 
chanics whereby private financing sources can handle this? 

Mr. Neat. Yes, sir. 

Mr. Hosmer. And the danger of so doing is the danger of relying 
too much on Government resources ? 

Mr. Neau. I don’t think it will. If you call upon Government re- 
sources entirely I do not think you will do the job you set out to do 
because you simply will not get the administration of those funds in 
skillful hands capable of really appraising the risks and putting the 
money to work. 

Mr. Hosmer. Well, sir, I want to congratulate you for your views 
with which I heartily coincide. Thank you 

Mr McCoutiocu Mr Chairman 

The CHarrman. Yes, Mr. McCulloch. 

Mr. McCuttocn. I passed before but I now want to ask this ques- 
tion because I am confused again. I would like to see private enter- 
prise financing the needs of smal] business; but until Mr. Hosmer had 
finished asking you those questions I concluded from your rather 
lengthy statement here today that under present conditions private 
enterprise just was not adequately financing small business. 

Mr. Neat. I think that is exactly what Mr. Hosmer and I just agreed 
upon. 

Mr. McCutiocu. All right, and I am going from that point. You 
left me with an impression that not only was small business not being 
adequately financed by private enterprise but you did not think that 
it would in the immediate future be adequately financed by private 
enterprise, that it would be necessary for the Federal Reserve bank 
or some other governmental agency to provide capital through some 
private banks, development banks or whatever, and that it might be 
necessary for some governmental agency to participate in that capital 
lending to the extent of 50 percent of it. 

Do you intend to leave that impression? You certainly left it with 
me, that it would be necessary to have Government participation in 
capital investment in a substantial portion or part? 

Mr. Neat. I think the statement i made was that some supplement 
to existing private sources of capital development corporations was 
necessary. 

Mr. McCvtxocn. In a substantial amount, I think you said. 
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Mr. Neat. Mr. Seely-Brown asked me to guess how much that 
would be and I said that on a matched dollar-for-dollar basis with 
private funds, 50 percent would be adequate. I did not say that much 
would be needed, I said that was the maximum. 

Mr. McCutiocn. Thank you. 

The Cnarrman. Mr. Steed, any questions? 

Mr. Steep. No. 

The Cuarrman. Thank you very much, Mr. Neal. We are very 
grateful to you. You have made a very helpful and constructive 
statement and we very much appreciate what your organization, of 
which you are the president, has done and we know that you have done 
a lot of fine work and that you are engaging in good work right now. 
Your testimony will be helpful to us and we believe to the entire 
Congress. 

Mr. Neat. Thank you, Mr. Patman, it is a pleasure to be with you 
here today. 

The Cuarrman. Next is Mr. O’Leary, and I think he has a couple 
of gentlemen accompanying him. They have statements on behalf 
of the American Life Convention and the Life Insurance Association 
of America. We are delighted to have you gentlemen here. 

Mr. O’Leary, if you will identify yourself for the record and the 
two gentlemen with you we will very much appreciate it. 


TESTIMONY OF JAMES J. O’LEARY, DIRECTOR, INVESTMENT RE- 
SEARCH, LIFE INSURANCE ASSOCIATION OF AMERICA; ACCOM- 
PANIED BY GEORGE T. CONKLIN, JR., VICE PRESIDENT, 
GUARDIAN LIFE INSURANCE COMPANY OF AMERICA; AND DON- 
ALD C. SLICHTER, VICE PRESIDENT, NORTHWESTERN MUTUAL 
LIFE INSURANCE CO. 


Mr. O’Leary. Thank you, Mr. Chairman. My name is James J. 
O’Leary and I am the director of Investment Research of the Life 
Insurance Association of America. 

My associates are, to my left, George T. Conklin, Jr., vice president, 
the Guardian Life Insurance Company of America, New York City; 
and to my right, Donald C. Slichter, vice president, Northwestern 
Mutual Life Insurance Co., of Milwaukee, Wis. We are appearing 
here today, at the invitation of Chairman Patman, as representatives 
of the American Life Convention and the Life Insurance Association 
of America, 2 associations of life-insurance companies with a com- 
bined membership of 244 companies, holding an estimated 98 percent 
of the assets of all United States legal-reserve companies. 

I would like to interject at this point, at the suggestion of Mr. 
MacIntyre, your general counsel, a little bit of the history which lies 
behind our appearance here today. 

You will recall that on May 20, Mr. Chairman, you addressed a 
letter to 10 life insurance companies asking them for information on 
their investing activities. 

At the time that letter was addressed I talked with a number of the 
life-insurance companies and it was recognized by us that much of the 
material that was asked for could not be obtained by tabulating 
methods. <A lot of it involved a very onerous and burdensome hand 
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statistical job, and for that reason I consulted with Mr. MacIntyre and 
we worked out plans for a survey which we hope will give you the 
essential information that you wanted anyway but which could be 
done in a less onerous and burdensome way, and that is what we are 
reporting on today. I would like to submit for the record a list of the 
companies that you originally approached and your letter. 

The Cuatrman. Mr. O’Leary, we appreciate what you have done 
for the committee and we are very glad to work out with you anything 
that will make it less burdensome upon you. We appreciate your 
cooperation and what you have done and without objection we will in- 
sert that material here. 

(The material referred to is as follows :) 


Identical letters as the attached sent to the following (no carbons made): 

Mr. F. W. Ecker, president, Metropolitan Life Insurance Co., 1 Madison 
Avenue, New York, N. Y. 

Mr. Carrol M. Shanks, president, Prudential Life Insurance Co., 763 Broad 
Street, Newark, N., J. 

Mr. Ray D. Murphy, chairman of the board, Equitable Life Assurance Society 
of New York, 393 Seventh Avenue, New York, N. Y. 

Mr. Devereux C. Josephs, chairman of the board, New York Life Insurance 
Co., 51 Madison Avenue, New York, N. Y. 

Mr. I ewis W. Douglas, chairman of the board, Mutual Life Insurance Company 
of New York, 1740 Broadway, New York, N. Y. 

Mr. 0. Kelley Anderson, president, New England Mutual Life Insurance Co., 
501 Boylston Street, Boston, Mass. 

Mr. E. M. McConney, president, Bankers Life Co., 711 High Street, Des 
Moines, lowa. 

Mr. Edmund Fitzgerald, president, Northwestern Mutual Life Insurance Co., 
720 East Wisconsin Avenue, Milwaukee, Wis. 

Mr. Howard Holderness, president, Jefferson Standard Life Insurance Co., 
North Elm Street, Greensboro, N. C. 

Mr. Asa V. Call, chairman of the board, Pacific Mutual Life Insurance Co., 
523 West Sixth Street, Los Angeles, Calif. 


[Committee letterhead] 


SELECT COMMITTEE ON SMALL BUSINESS OF THE HOUSE OF REPRESENTATIVES OF 
THE UNITED STATES, 85TH CONGRESS, WASHINGTON, D. C., May 20, 1957 


Reports have come to the attention of the Select Committee on Small Business, 
House of Representatives of the United States, to the effect that small-business 
coneerns are facing increasing difficulties in their efforts to secure needed 
financing. Those reports and the recent abrupt rise in small-business failures 
and liabilities have led the House Small Business Committee to inquire into the 
availability, cost, and related matters affecting the credit and capital needs of 
small business. 

Early in 1956, the House Small Business Committee announced that it would 
examine this matter. In that connection, it stated: “What we want to do is 
find out just what the problem is, and see if we can’t make some constructive 
suggestions. We want to get the cooperation of the banks and insurance com- 
panies. It may be that with this kind of approach the leaders in the banking 
and insurance fields will come forward with some new suggestions which will 
solve the problem.” 

Commencing May 27, our committee will hold a series of public hearings de- 
signed to elicit from representatives of industry, commerce, and the various 
sources of credit and capital, information which will guide the Congress in its 
consideration of legislation affecting small-bvsiness financing. In this connec- 
tion, our committee has determined that there is a very real need for solid factual 
and analytical information regarding business financing. 

We are inviting representatives from various segments of the financing in- 
dustry to appear before the committee and provide us with the factual data they 
have relative to the credit and capital needs of business and how each segment 
of the industry is meeting or endeavoring to meet those needs. It is our hope 
that each group will be able to provide us with information that goes beyond 
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the type of data obtainable from a survey of bank loans. ‘ There is a great need 
for the best and most comprehensive material it is possible to develop on this 
matter of wide and vital public interest. ieee 

It has been determined that your large and important organization has rich 
experience and a vast quantity of recorded information having a bearing on this 
matter. Therefore, it appears that you and your organization are in a position 
to assist this committee substantially in its study of this problem. In view of 
these circumstances, it is requested that you supply the committee with the 
following information from the records of your organization, reflecting facts 
about it, its operation and its experience in dealing with this problem. 

1. Total amount of assets as of December 31, 1956. 

2. Distribution of assets by major type of investment and loans as of Decem- 
ber 31, 1956. 

8. The total number and dollar amount of business loans made in the amount 
of less than $250,000 each and separately the total number and the amount of 
business loans made in the amount of more than $250,000 for the years 1953, 
1954, 1955, ond 19h6#. 

4. list the following information for each year for each loan exceeding 
$250,000. 

(1) Toeation of borrower. 

(2) Principal business of the borrower. (Manufacturing (type); retail or 
wholesale trade, construction, service, finance, public utility (type), transpor- 
tation.) 

(3) Total assets of the borrower. 

(4) Form of organization, incorporated or unincorporated. 

(") Did the firm borrow from the insurance company prior to 1953? How 
long? 

(*) State purpose of the loan. 

(7) Original amount of the loan and amount at each renewal, if renewed. 

(8) Date of original loan and date of subsequent renewal. 

(9) Original maturity of loan. 

(10) Was a renewal requested and denied? If so, give date and reason. 

(11) Effective interest rate on original loan. Change in interest rate on 
renewl,ifanv. If ves, give new rate. 

(12) Major type of security. 

(13) Participation with any other lending institution. List name, if any, 
and origin of loan, and type of participation. 

5, Dollar amount of corporate securities acquired through direct negotiation 
between the borrower and the life insurance company during 1953, 1954, 1955, 
an?’ 1956. 

6. Number and ¢ollar amount of direct placements for each of the following 
years : 1953, 1954, 1955, and 1956. 

7. List the following information for all the direct placements in each of the 
years listed in 5 above. 

(1) Location of borrower. 

(2) Principal business of borrower. 

(3) Total assets of borrower. 

(4) Stated purpose of loan. 


(5) Did firm borrow from life-insurance company prior to 1953? How 
long? 


(6) Amonnt of loan. 
(7) Maturity of notes, debentures, or bonds. 
(8) Interest rate. 


(9) Indicate specific restrictions imposed on borrower, if any, relating to 
eallabilitv, redemption, et cetera. 


(10) Participation with any other investment or lending institution. List 
nam of such institution, if any. 

8. Total stock holdings as of December 31, 1956. 

9. Stock acquisitions in 1958, 1954, 1955, and 1956. Number of shares and 
dollar amount of purchase. List common and preferred separately. 

10. List for each year’s acquisitions the following information: 

(1) Principal business of the issuing corporation. 

(2) Total assets of the issuing corporation. 

11. What is the policy of the company with respect to extending firm commit- 
ments to individual firms up to a specified amount? 


1°. Did von give firm commitments to make a loan to any firms in 1953, 1954, 
1955, and 1956? 
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13. If answer is yes. List location of firm; assets; amount of commitment; 
date commitment was granted; date borrower took up commitment; amount 
loaned ; and interest rate. 

14. Do you have any specific policy governing the making of loans or giv- 
ing advance commitments up to a specified limit for small-business concerns? 
If yes, please explain your policy with respect to such small-business credit ac- 
commodations. 

We appreciate your courtesy and cooperation in the furnishing of this in- 
formation. 

Sincerely yours, 
WRIGHT PATMAN, Chairman. 


Mr. O’Lzary. In addition, at Mr. MacIntyre’s suggestion, the sur- 
vey we have undertaken did not provide for obtaining all of the in- 
formation you originally requested. We were in a position in our own 
association to obtain a great deal of that without imposing any bur- 
den upon the companies and we have done so. 

We have already made a submission of data to Mr. MacIntyre 
which I would also like to include at this point for the record. 

The Cuarrman. You may do so and any other material that is per- 
tinent to your testimony you may insert, Mr. O'Leary. 

(The material referred to is as follows:) 


NOVEMBER 4, 1957. 
Mr. EVERETTE MACINTYRE, 


General Counsel, Select Committee on Small Business of the House of 
Representatives of the United States, Washington, D. C. 


Dear Mr. Macintyre: Attached are two more pieces of information requested 
by Chairman Patman in his letter to life-insurance companies on May 20. 
These cover items 1, 2, 8, and 9 in Mr. Patman’s letter. 

Sincerely, 
JAMES J. O'LEARY, 
Director of Investment Research. 


(For information referred to in November 4 letter, see tables 6 and 7, 
pp. 132 and 133.) 


OctToBeER 31, 1957. 
Mr. EveretTre MACINTYRE, ; 
General Counsel, Select Committee on Small Business of the House of 
Representatives of the United States, Washington, D.C. 


Dear Mr. Macintyre: As you know, we are now working on some of the 
information requested of a number of life-insurance companies by Chairman 
Patman in his letter of May 20. I intend to send you this information as it be- 
comes available. Toward that end, I am including information on direct place- 
ments covering items 5 and 6 in Chairman Patman’s letter. As I indicated to 
you in my letter of May 27, we are providing you with data for the 10 com- 
panies contracted by Mr. Patman showing the securities which they have ac- 
quired through direct placements for the years 1953-56, inclusive. Also included 
is the latest report we have prepared covering our study of direct placements of 
28 life-insurance companies. These 28 companies include the 10 contracted by 
Mr. Patman. This material is referred to at the bottom of page 1 and the top 
of page 2 in my letter to you of May 27. 

Sincerely yours, 
JAMEs J. O'LEARY, 
Director of Investment Research. 


(The October 31, 1957 letter refers to tables 1-5 following, in answer to items 
5 and 6 of Mr. Patman’s request. It is understood that other items requested 
by Mr. Patman are not answered except by Mr. O’Leary in a survey of life insur- 
ance loans to business and industry, inserted in the record at pp. 142-170.) 
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TABLE 1.—Railroad, utility, and industrial and miscellaneous obligations acquired 
directly by 10 life-insurance companies, 1953-56 * 








Industrial 
Year Railroads Utilities and miscel- Total 
eous 
49, 277 424, 293 2, 151, 026 2, 624, 596 
71, 519 530, 876 2, 206, 795 2, 809, 190 
40, 687 341, 507 2, 186, 511 2, 568, 705 
45, 384 412, 311 2, 776, 964 3, 234, 659 


1 Companies included are: Bankers, Iowa; Equitable, New York; Jefferson Standard; Metropolitan; 
Mutual, New York; New England; New York; Northwestern Mutual; Pacific Mutual; and Prudential, 


JOINT INVESTMENT BULLETIN No. 297, Marcu 19, 1957 
DIRECT PLACEMENTS 


Data on 1955 holdings and acquisitions of direct placements of railroad, 
public utility, and industrial and miscellaneous bonds of 28 major life-insur- 
ance companies have been compiled by the Life Insurance Association of 
America. These data are shown in the attached tables which, for convenience, 
also present the earlier statistics in this 28-company series. 

The statistics from 1953 reflect the consolidation of the life and the accident 
and health bond schedules of one company as well as the merger of another 
company with a company formerly outside the series. 

The companies covered accounted for better than 80 percent of the assets of 
all United States life-insurance companies at the end of 1955. 
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Mr. Mutrer. Mr. Chairman, may we be advised at this point 
whether these companies in this association are mutual or stock com- 
panies or both ? 

Mr. O’Leary. The associations have members, some of which are 
mutual companies and some of which are stock companies. There is 
a distribution in the associations of both mutual and stock com- 
panies. doa 

Mr. Mutrer. And would you care to state whether the association 
represents the entire life-insurance industry ? 

Mr. O’Leary. I think it would be fair to say that. 

The Cuarrman. If you will notice, the statement indicates that 
the companies in this organization represent 98 percent of the com- 
bined assets of al! the life-insurance industry. 

Mr. O’Lxary. I have a prepared statement which I do not. believe 
will take me too long to read and which I think will in a systematic 
way give you the results of this survey. 

The Cuamman. You may proceed in your own way, sir. 

Mr. O’Leary. At the request of Chairman Patman, the Life In- 
surance Association of America has conducted a detailed survey of 
life-insurance company lending to business and industrial firms dur- 

ing the years 1953 through 1956. The basic data in the survey in- 
clude the number of loans and dollar amounts authorized each year 
for investment in business and industrial bonds, public-utility obli- 
gations, and mortgage loans to business and industrial concerns. The 
data are classified in terms of the total size of borrowing involved, the 
asset size of the borrowing firm, the principal business of the bor- 
rower, and the average rate of interest. The survey covered 67 re- 
porting life-insurance companies whose combined assets totaled almost 
$74 billion at the end of 1956, thus accounting for 77 percent of the 
assets held by all life-insurance companies. The home offices of 
these 67 companies are located in all parts of the country. 

I stress this because this is, I believe, a representative picture of 
the life-insurance business as a whole. 

The full text of our report on the results of this survey, entitled 
“Survey of Life Insurance Loans to Business and Industry,” was 
transmitted to your committee on October 23. We have additional 
copies here today. It is my understanding that in this hearing you 
would like to have us highlight the principal findings of the report, 
It is our further understanding that the complete report will be 
included in the record of this hearing. We shall, of course, be glad to 
answer any questions which the committee may have about the sur- 
vey and the findings. I am also submitting now for the record a sup- 
plement to the full report. I ask your indulgence to consider this 
carefully. We have indicated in the report and I have notified Mr. 
MacIntyre that this supplement was in preparation and it just has 
been completed. That is indicated in the main report. 

As stated in the main report, the method of reporting used in the 
survey unavoidably led to some overreporting of numbers of loan 
authorizations, particularly in the larger loan classes. This arose 
from the fact that in our original survey we asked the reporting life- 
insurance companies, in classifying their loans under “total size of 
loan,” to interpret this term to mean the total amount borrowed by 
the business concern whether through a security offered publicly 
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to thousands of investors, a direct placement with several financial 
institutions, or a mortgage loan from a single life-insurance com- 
pany. J : ‘ 

For example, authorization by a life-insurance company to invest in 
a public utility bond issue totaling $50 million has been recorded by 
the reporting company in the survey opposite the line $10 million and 
ever, even though the reporting company may have authorized the 
purchase of only $100,000 of the issue or all reporting life companies 
may have authorized the purchase of $900,000 of the issue. 

Thus, in the original report, the column in several of the tables 
in the original report showing “number of authorizations” did not 
present an accurate picture of the number of borrowing operations 
with which we think you are interested, especially in the larger loan 
categories where participation by a number of lenders in a single 
bond issue occurs most often. 

By going back to the reporting life-insurance companies we have 
been able to obtain information which permits us to correct this over- 
reporting, so that the supplement supplies the corrected tables. 

I might interject at this point that it was due to the great desire 
on the part of Mr. MacIntyre to have something in a preliminary 
way that we were willing to give him that report of October 23. We 
realized it might lead to some misunderstanding but we felt that it 
was the cooperative thing to do with the committee, to give you a 
chance to look it over and have the report of October 23, even though 
we realized it. needed certain corrections in certain columns. 

Mr. Mutter. If it is feasible, in order to avoid duplication and 
later correction, if you could give us the correct tables so that we do 
not have to start in with certain tables and then go to a supplement, 
corrected tables 

Mr. O’Leary. I would be glad to do that. 

The CuHatrMan. That would be fine. 

Mr. O’Leary. We would be glad to do that. 

A full explanation of this technical difficulty and the procedure 
followed to correct it is contained in the supplement. I regret that 
the need for this supplement arose, but it proved unavoidable. More- 
over, the limitations of time made it impossible to provide you with 
the supplement any sooner. I shall, of course, be glad to answer any 
questions the committee may have. The highlights of our report, 
which follow, make use of the corrected data on number of loans 
authorized. This will not affect very much of the report, it will only 
affect the number of loans authorized and everything else remains 
exactly the same. 

This survey is concerned only with life-company loans to business 
and industry, including the public utilities. The overall lending 
operations of the life-insurance business are widely diffused, ranging 
in nature from mortgage loans to home-buying veterans under the 
VA loan guaranty program to loans on skyscraper office buildings, 
from the financing of local telephone and water companies to the 
investment in public utilities with a national scale of operations, from 
lending to local retail stores to the financing of large shopping centers, 
from investments in common and preferred stock to investment in 
the obligations of Federal, State, and local governments. 

It should be recognized especially that the lending activities sum- 
marized in this survey do not take account of the tremendous volume 
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of residential mortgage loans made by life insurance companies over 
the years 1953-56 or of the investments in railroad securities, State 
and local government obligations, or loans to finance farm opera- 
tions—to mention a few major sectors. The importance of residential 
mortgages is indicated by the fact that during 1953-56 the life-insur- 
ance business as a whole made $16.7 billion of residential mortgage 
loans, of which $5.3 billion were VA-guaranteed and $3.4 billion were 
FHA-insured. During the entire postwar period, 1947-56, the life- 
insurance companies of the Nation made nearly $35 billion of home- 
mortgage loans, about $20 billion of which were FHA-insured or 
VA-guaranteed. 

Assuming that the average loan was $10,000, which is in the 
proper vicinity, this means that since the end of the war the life-in- 
surance companies have aided 314 million families to purchase their 
homes. Although exact figures are not obtainable, it is well known 
that many of these residential loans are in fact business loans. 

We have asked the Prudential Insurance Co. to make a special 
study on this and they reported to us that during the period 1953-56 
they have good evidence to show that they made about the same vol- 
ume of business loans that took the route of the residential loan as 
they made in the form of strictly business loans. 

The difficulty is that the insurance companies have no way of telling 
accurately whether a residential loan actually is made for that pur- 
pose or whether the borrower is securing funds for business. 

I might say parenthetically that the same thing is true of policy 
loans. Some of these are business loans, but the exact facts are not 
known because life-insurance companies do not ask the purpose of 
policy loans. 

Now, ang to the combined loans to business and industry: The 
combined totals of life-insurance loans through investments in busi- 
ness and industrial bonds, public-utility bonds, and business and in- 
dustrial mortgages are shown in table 1 for the years 1953 through 
1956. These data represent the dollar amounts authorized during 
each year for investment in the forms indicated, reflecting the year 
in which the loan decision became final rather than the time at which 
funds were actually disbursed. Interspersed in my statement are these 
tables; I will not read the figures. 

(The tables referred to are as follows :) 


TaBLe 1.—Life-insurance loans to business and industry by type of investment 
and amount authorized 


[Amounts in thousands of dollars] 


Corporate bonds and notes: 
Business and industrial 2. 776, 486 2, 624, 475 2, 678, 717 
Public utilities 1, 146, 448 82, 839 482, 844 
Busin 749, 548 1, 067, 697 1,191, 151 


4, 672,482 | 4,495,011 | 4,352,712 
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TarLE 2.—Life-insurance loans to business and industry’—By size of loan, 
amount authorized, and number of borrowing operations * 


[Amounts in thousands of dollars] 




















; 
1953 1954 1955 1956 
Total size of loan | | 
Num-; Amount | Num-| Amount |Num-} Amount | Num-| Amount 
ber ? ber 2 ber? ber 2 
ae Nene ee ea ae 
Wader $60,000...............«- 2, 007 48, 804 | 2,072 50, 446 | 2,064 50, 725 | 1,953 50, 121 
$50,000 to $100,000...........- 815 56, 419 934 63, 672 981 67,108 | 1,075 73, 834 
$100,000 to $250,000._........- 858 127,033 | 1,072 160, 684 | 1,170 179, 754 | 1,214 184, 456 
$250,000 to $1,000,000........- 595 269, 327 809 378, 212 863 396, 591 823 393, 175 
$1,000,000 to $5,000,000. . .._.- 362 713, 117 468 856, 837 448 855, 629 498 1, 007, 836 
$5,000,000 to $10,000,000_ . _..- 83 402, 003 75 371, 916 104 496, 329 99 504, 984 
$10,000,000 and over-.........- 146 | 3,055, 779 175 | 2,613, 244 158 | 2, 306, 576 188 2, 874, 258 
ee ae es ee ee ee 
TO isatetiarovcas es 4, 866 | 4,672,482 | 5, 605 | 4, 495, 011 | 5, 788 4, 352,712 | 5,850 5, 088, 664 
| | 





As percent of total number and total amount 











Wander $50,000..........-....- | 41.3 10! 37.0 11] 35.7 1.2! 33.4 10 
$50,000 to $100.000.......... | 168 12! 16.7 14| 17.0 15| 18.4 15 
$100,000 to $250,000........... 17.6 27| 19.1 3.6| 20.2 41| 20.7 36 
$250,000 to $1,000,000......... | 122 58] 144 | 84| 149 91| 141 7.7 
$1,000,000 to $5,000,000... | 7.4 15.3) 84 19.1| 7.7 19.7| 85 19.8 
$5,000,000 to $10,000,000-.----] 1.7 86| 13 83] 18 1.4] 17 9.9 
$10,000,000 and over-......... |} so} 654] 31 511 27 | sxo| 32 56. 5 

ie de | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 100.0 











1 Includes investments in business and industrial bonds, public-utility bonds, and mortgage loans to 
business and industry. The survey does not include investment in residential mortgages. The import- 
ance of residential mortgages is indicated by the fact that ——s 1953-56 the life-insurance business as a 
whole made $16,700,000,000 of residential mortgage loans, of which $5,300,000.000 were VA guaranteed and 
$3,400,000,000 were FH A-insured, Although exact figures are not available, it is well known that many of 
these residential mortgage loans are in fact small-business loans. Likewise the survey does not include 
farm mortgage loans, which are really business loans. During 1953-56 the life-insurance business made 
120,913 farm mortage loans, for a total of $1,779,759,000 or an average loan of $14,719. 

2 These data are based on the supplement to the survey report, which corrects the gross number of au- 
thorizations for duplicate reporting by 2 or more life-insurance companies purchasing part of the same bond 
issue. Consequently, the statistics represent the number of borrowing operations in which business and 
industrial firms obtained loans from life-insurance lenders, either through bonds or through mortgages. 


TasLe 3.—Life-insurance loans to business and industry by size of loan, average 
amount authorized, and average interest rate 





1953 






Total size of loan 





Average} Average 
amount rate 

















Under $50,000__.........- 24 4. 97 4. 96 4. 95 §.15 
$50,000 to $100,000... ...__- 69 4. 80 4.79 4.75 5.00 
$100,000 to $250,000_........_- 147 4.74 4. 64 4. 66 4.92 
$250,000 to $1,000,000 _._.._. 428 4. 66 4. 54 4.61 4.90 
$1,000,000 to $5,000,000. .___- 1, 308 4. 48 4, 29 4. 38 4. 80 
$5,000,000 to $10,000,000_ _ . _.. 1, 331 4, 28 4. 04 4, 28 4. 60 
$10,000,000 and over_.....--- | 2,702 3. 90 3. 74 3.98 4. 36 

Grand average......... 742 4.11 4.00 4. 20 4. 55 








| 
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TaBLE 4.—Absolute and percentage changes in average interest rates on life- 
insurance loans to business and industry by year and by total size of loan 





| Absolute increase (+-) or deerease (—) 
Total size of loan 


1953-54 1954-55 1955-56 | 1954-56 


Rates in percent per annum 


+ 
S 


ttt: 


a a ne i ieipmaie sie teaches —0. 01 —0. 01 
—.01 —.04 
—.10 +. 02 
—.12 +.07 
—.19 +. 09 
—. 24 +. 24 

Ne TT ee. netunenasnwnpbassane —.16 +. 24 | 

+. 


(patel 


BSSSRBNS 


| 


+) ++++4++8 
#| SBSBBRs 


+ 
& 


Grand average —.11 


Percent increase (+) or decrease (—) 





—0. 20 ‘ +4. 04 

—,2) 5 +5. 26 

—2.11 4 +5. 58 

J 7 , —2. 58 re +6. 29 
$1,000,000 to $5,000,000 ; —4, 24 2. +9. 59 
$5,000,000 to $10,000,000. —5. 61 +5. +7. 48 
$10,000,000 and over —4.10 -6. +9. 55 


Grand average —2. 68 5. +8. 33 | +13. 75 


Mr. O’Leary. From a total of $4.7 billion in 1953 the amounts au- 
thorized declined to $4.5 billion in 1954 and to $4.4 billion in 1955, 
followed by a rise to almost $5.1 billion authorized in 1956. 

Keep in mind that in our report we point out that as business loans 
declined in the years in question there was a corresponding increase 
in residential mortgage loans. 

Investment and public utility bonds declined steadily over this 
period, while loans authorized for business and industrial bonds re- 
mained fairly constant until a substantial rise took place in 1956. 
Amounts authorized for mortgage loans to business and industry have 
risen steadily in each year, increasing from $750 million in 1953 to 
$1,269 million in 1956. 

A further breakdown of these annual totals, classified according to 
the total size of loan involved, appears in table 2. Life-insurance par- 
ticipation in loans totaling $10 million and more accounted for a high 

roportion of all business and industrial loan authorizations shown 
in table 2, but the importance of this size of loan in the total was less 
in 1956 than in 1953 or 1954. On the other hand, the dollar amounts 
authorized in the loan categories below $250,000 rose in each year since 
1953, while the relative importance of such authorizations increased 
from 4.9 percent of the total amount in 1953 to 6.1 percent in 1954 and 
6.8 percent in 1955; in 1956 the percentage of loans under $250,000 
returned to the 1954 level. 

These figures have related to dollar figures and we now come to the 
number of loans. 

Table 2 also shows the number of business and industrial loans made 
in each loan category, after correction for duplicate reporting by two 
or more life-insurance companies purchasing part of the same bond 
issue. In contrast to the unadjusted numbers contained in the text 
of the survey report, these statistics represent the number of borrowing 
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operations in which business and industry obtained loans from the re- 
porting life-insurance companies. 

Of the total number of borrowing operations reported for this 

eriod, almost three-quarters were for loans involving less than 
£95 250,000. The number of borrowing operations for less than $250.000 
in which life-insurance companies ‘provided loan funds rose steadily 
from 3,680 in 1953 to 4,242 in 1956. 

The average dollar amounts authorized by each company for in- 
vestment in each loan category are shown in table 3. These average 
amounts have been computed by dividing the total amounts authorized 
by the gross number of authorizations reported by the companies, be- 
fore adjustment for duplicate reporting. In the smallest category, 
loans under $50,000, the average authorization amounted to about 
$25,000 throughout the period. For loans involving $10 million and 
over, the average authorization by individual companies was around 
$2.5 million, reflecting the participation in loans involving more than 
one investor. 

Table 3 also presents a summary of survey results of average interest 
rates on life-insurance investments, classified by total size of loan. 

(At this point the chairman left and Mr. Evins assumed the chair- 

manship for the balance of the day’s session. ) 

Mr. O’Leary. The averages are weighted, based on the amount of 
dollars involved. 

The grand average of interest rates shows a decline from 4.11 per- 
cent in 1953 to 4 percent the next year, followed by an increase to an 
average 4.2 percent in 1955 and a further rise in 19: 56 to 4.55 percent. 
These trends parallel the movement of interest rates in the long-term 

capital markets during this period. After rising in the first 6 months 
of 1953, market yields declined steadily during the last half of 1953 
and during 1954, while the years 1955 and 1956 were characterized 
by a generally rising trend of interest rates as demands for long-term 
funds outstripped the supply of savings in the country. 

The inverse relationship of interest-rate levels to the total size of 
loan is shown clearly in table 3, with larger loans commanding lower 
rates than smaller loans. For example, in 1954, life-insurance invest- 
ments in loans of less than $50,000 were authorized at rates averaging 

1.22 percent higher than the rates for loans involving over $10 million 
of borrowing. This is to be expected, because the smaller loans are 
more expensive to make and to administer, and for other reasons which 
are discussed more fully in the text of the report. 

As capital-market conditions changed between 1954 and 1956, the 
entire schedule of interest rates rose. The larger loans, and I think 
this is highly important, experienced the sharpest increase in rates 
and the smaller loans the least increase, as is shown by the persistent 
upward progression from an increase of 19 basis points in the case 
of the smallest loans to 62 basis points for the largest class. Thus, 
borrowers in the smallest loan category paid an average interest rate 
of 5.15 percent in 1956, or only 79 basis points above the rate on loans 
in the largest category. 

In 1954, there was a spread of 122 basis points. 

I might say to you gentlemen that these figures startled us a great 
deal because of what ‘they show in industry, in the. so-called tight 
credit ; that the increase in interest rates on the smaller loans has been 
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much less than the increase in interest rates on the larger loans, and 
this is the first indication that we have ever had of this. 

These developments are set forth in greater detail in the summary 
of survey results in table 4, which shows the absolute and percentage 
changes in average interest rates on each category of loan size. Be- 
tween 1954 and 1955, the rates on larger loans rose by 24 basis points, 
while the rates for smaller loans declined somewhat from the average 
of 1954. Rates on all categories increased in 1956 over the 1955 aver- 
age, but the rise was substantially greater for large borrowings than 
for the smaller loans. Expressing the same trends as a percentage in- 
crease in borrowing costs, the contrast between large and small loans 
is even more striking. As may be seen in table 4, average borrowin 
costs on loans under $50,000 rose by 19 basis points between 1954 al 
1956, for a percentage increase of 3.83 percent; the rise of average 
rates on loans of $10 million and over was 62 basis points, or a rise of 
16.58 percent in the cost of such borrowing. 

The occurrence of more sizable increases in rate on larger loans 
than on smaller loans over the 1954-56 period is found also in each 
section of the survey discussed below; namely, business and industrial 
os public-utility bonds, and mortgage loans to business and in- 

ustry. 

What I have given so far is the composite of the whole picture. I 
would like now, very briefly, to give a summary of the component parts 
of the survey. There is a good deal of difference, as you will see. 

One thing you will notice is that the big bulk of small-business loans 
that life-insurance companies make will be through the mortgage de- 
partment, and the figures show that clearly. 

The first part of the survey asked for data on life-insurance invest- 
ments in business and industrial bonds. The survey results brought 
out the following facts: 

1. Amounts authorized in 1956 for bond issues under $250,000 
were higher than in 1953 or 1954. Although the amounts authorized 
for investment in bond issues involving $10 million or more also rose 
in 1956, the relative importance of such loans was about the same in 
1956 as in 1954. 

2. The survey breakdowns of the asset size of the borrower show 
that the dollar amounts authorized for bond investment in businesses 
with total assets of less than $10 million were substantially higher in 
1956 than in earlier years, and also gained over 1953 and 1954 as a 
percent of a total. Loans to borrowers with assets of $100 million or 
more have declined steadily in relative importance since 1953. 

3. Between 1954 and 1956, the increase in average interest rates was 
more pronounced for firms with larger asset size than for the smaller 
firms, and the rise in rates for loans of larger dollar amount was 

ter than for smaller loans made through business and industrial 
nds. 

The second section of the survey was concerned with life-insurance 
investments in public-utility bonds. 

I might say that, in talking with Mr. MacIntyre, it was our general 
feeling in the beginning that it would be rather fruitless to obtain 
any data on public utilities because, in the main, public utilities are 
of very sizable nature and we would not expect to find small busi- 
ness in this area, but we went ahead and got the figures, and I think 
they reflect the nature of the industry. 
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The survey results reveal that: 

1. Participation in public-utility issues of $5 million and over in 
total size has accounted for the bulk of life-insurance investments in 
this form of business. However, the percentage share of investment 
in public-utility issues of less than $5 million has doubled since 1953 
at the expense of the larger loans. 

2. Although the bulk of life-insurance investment in public utili- 
ties has been in concerns with assets of $100 million and over, the per- 
centage share going to utilities with total assets under $50 million 
has increased steadily over the period from 1953 to 1956. 

3. Average interest rates on loans to smaller public utilities have 
increased by less between 1954 and 1956 than the rise in borrowing 
costs of public utilities with total assets of $50 million and over. 

The third section of the survey was concerned with mortgage loans 
to business and industry by life-insurance companies. 

Keep in mind during this period the life-insurance companies in- 
creased the amount of money available in the form of mortgage loans 
available to business from $750 million in 1953 to over $1,200 million 
in 1956. 

The survey results revealed that: 

1. Mortgage loans for less than $250,000 increased steadily in dol- 
lar amount during the 1953-56 period, although the percentage 
share of such loans showed a modest decline between 1954 and 1956. 

2. Close to 1,000 mortgage loans to business have been made each 
year by life-insurance companies in amounts of less than $25,000. 
An additional 900 or more have been made each year in amounts be- 
tween $25,000 and $50,000. The number of mortgage loans in amounts 
less than $250,000 has risen from 3,556 in 1953 to 3,913 in 1954, 4,078 
in 1955, and 4,102 in 1956. 

3. Taken as a percent of the total number of mortgage loans to 
business, over 80 percent have been for less than $250,000, and over 
60 percent were made in amounts of less than $100,000. Loans for 
less than $25,000 numbered between 19 and 26 percent of the total 
mortgage loans to business and industry by life-insurance companies 
in this period. 

4. Over the period from 1954 to 1956, the general rise that took 
place in mortgage loan interest rates was more pronounced for larger 
loans than for small loans. For example, the average rate on mort- 
gages in the $25,000 to $50,000 class increased by 20 basis points in 
that period, while average rates rose by 40 basis points on loans in the 
$5 million to $10 million category. 

In conclusion, it would be interesting to have data on life-insurance 
company loans to business and industry in 1957. 

Unfortunately, we of course cannot get this information until the 
year ends and I would like to state to you that we would be per- 
fectly glad, if you desire, to obtain this data for 1957. 

Although this information is not available, there is no reason to 
believe that the pattern of business financing this year has changed 
materially from that prevailing in the period 1953-56. We shall be 
glad, Mr. Chairman, to answer any questions you may have on the 
survey. 

Mr. Evrns (presiding). Mr. MacIntyre? 

Mr. MacIntyre. I would like to ask that these surveys he has sum- 
marized be received in the record so as to complete his presentation. 

98956—57—pt. 110 
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Mr. O’Leary. I think that here probably you would like for me to 
give you the list of companies which responded. 

Mr. MacIntyre. Yes; that should be included as further data; 
so will you give that to the reporter so as to complete your record ! 

Mr. O’Leary. We have all of that, and I might say ‘further, Mr. 
Chairman, I particularly was anxious to have these men with me 
here today because they are the financial officers of two of the life 
insurance companies participating in the survey. It seems to me it 
would be desirable to have somebody here from the reporting end 
who might be available to answer questions that conceivably I might 
not be able to answer. 

I think the record should also show that this survey was very expen- 
sive for the life insurance business to do. I do not have any estimates 
but I know one company informed me that they had invested in 
man-hours and so forth the equivalent of over $10,000 to produce 
the material; but I also want to say that we in the life insurance busi- 
ness are very much interested in the problems of small business and 
we are very much interested in this investigation. 

We think it is a fine thing that your committee is doing and we would 
be perfectly glad to cooperate in any way and give any information 
that you might ask us to get within a reasonable cost. 

Mr. Evrns. Thank you, Mr. O’Leary, and without objection the 
supplementary report and appendix and other documents referred to 
will be received in the record. 

May I say that I have examined, as I know my colleagues on this 
committee have, your report and I think the association has done a 
monumental piece of work in order to furnish that and we know that 
it was at a cost, certainly, to your members and we deeply appreciate 
your cooperation in prov iding us with all of this information. 

(The material referred to is as follows :) 


SuRvEY oF Lire INSURANCE LOANS TO BUSINESS AND INDUSTRY 


1. INTRODUCTION 


At the request of Representative Wright Patman, chairman of the Select 
Committee on Small Business of the House of Representatives, the Life Insur- 
ance Association of America has conducted a detailed survey of life insurance 
company lending to business and industrial firms during the years 1953 through 
1956. 

The basis data in the survey include the number of loans and dollar amounts 
authorized each year for investment in business and industrial bonds, public 
utility obligations, and mortgage loans to business and industrial concerns. 
The data are classified in terms of the total size of borrowing involved, the 
asset size of the borrowing firm, the principal business of the borrower, and 
the average rate of interest. The survey covered 67 reporting life insurance 
companies whose combined assets totaled almost $74 billion at the end of 1956, 
thus accounting for 77 percent of the assets held by all life insurance com- 
panies. The home offices of these 67 companies are located in all parts of the 
country. 

This survey is concerned only with life company loans to business and indus- 
try, including the public utilities. The overall lending operations of the life 
insurance business are widely diffused, ranging in nature from mortgage loans 
to home-buying veterans under the VA loan guaranty program to loans on sky- 
seraper office buildings, from the financing of local telephone and water eom- 
panies to the investment in public utilities with a national scale of operations, 


1Pprior to Representative Patman’s request, the ‘life-insurance business, through its 
committee on economic policy, was planning a similar survey. 
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to from lending to local retail stores to the financing of large shopping centers, 

from investments in common and preferred stock to investment in the obliga- 
1: tions of Federal, State, and local governments. : ; 
7 In analyzing the resuits of this survey, it must be kept in mind that life i 
if insurance companies form only a part of the total financial community; the i 
n, investment of policyholders’ savings in the capital markets is carried out along- 1 
1e side the lending operations of the commercial banks, the mutual savings banks, Ki 
e the savings and loan associations, the trusteed pension funds, and other financial | 
institutions. It is against this broader background of the capital and credit | 
it markets that this survey of lending to business and industry by life insurance 1 
d companies must be viewed. It also should be recognized that the lending activi- I 
it ties summarized in this survey do not take account of the tremendous volume 

of residential mortgage loans made by life insurance companies over the years 

1953-56 or of the investments in railroad securities, State and local government Hi 
obligations, or loans to finance farm operations—to mention a few major sectors. | 
s During the postwar period, for example, the life insurance companies of the i 
n Nation made nearly $35 billion of home mortgage loans, about $20 billion of i 
a which were FHA insured or VA guaranteed. Assuming that the average loan i 





was $10,000, this means that since the end of the war the life insurance com- | 
panies have aided 3% million families to purchase their homes. | 
In assessing the results of this survey it is important to keep in mind that 
as trustees for the savings of over 100 million policyholders the prime consid- i 
eration in life insurance company investments must be safety of the principal 
amount involved. Moreover, the pattern of life insurance company lending is ij 
affected by the legal restrictions imposed by the laws of the States in which { 
the companies do business. These State laws often limit the percent of assets 
that may be placed in certain types of investments or prohibit certain forms of 
investment altogether. For example, companies operating under or complying | 
| 

. 










with New York investment law were allowed until recently to invest no more 





ki 
than 3 percent of their total assets in common stocks and no more than 3 per- . 
cent in investment real estate.” 

Investments in corporate obligations are required to meet tests based on the 
corporation’s earnings during the 5 years previous to the acquisition of such 
obligations. New York law prohibits unsecured loans to unincorporated busi- Hi 
nesses; as a result, many business firms use the vehicle of mortgages on real i 
property to obtain loans from insurance companies. 

Life insurance companies participating in the business loan survey range in 
size from the relatively small life insurers to the largest in the field. The 
individual companies responding to the survey ranged upward from $26 mil- 
lion in total assets as of the end of 1956. The wide differences in the asset 
size of life insurance companies produces considerable diversity in the nature 
of their lending operations. 

Major results of the survey material are summarized in the text below, 
which discusses first the combined totals of loan authorizatious to business and 
industry reported in the survey. The sections that follow discuss separately 
the survey results on (@) investments in business and industrial bonds, (0b) 
investments in public utility obligations; and (c) mortgage loans to business 
and industry. The detailed tables setting forth the statistical material of the 
survey are contained in the appendix, together with technical notes describing 
the definitions used and the coverage of loan authorizations reported by the 
participating life insurance companies. 



























2. COMBINED LOANS TO BUSINESS AND INDUSTRY 





The combined totals of life insurance loans through investments in business 
and industrial bonds, public utility bonds, and business and industrial mort- 
gages are shown in table 1 for the years 1953 through 1956. These data repre- 
sent the dollar amounts authorized during each year for investment in the 
forms indicated, reflecting the year in which the loan decision became final 
rather than the time at which funds were actually described.® 


2 












*As the result of recent changes, the limit for common stock is now 5 percent of assets 
or one-half of surplus, whichever is smaller, and 5 percent for investment real estate. 

* The time lag between loan authorization and final disbursement varies from several } 
days to several months. The data in this survey thus more accurately reflect market i 
conditions prevailing in a given year than would statistics on disbursements of loan funds. i 
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TABLE 1.—Life-insurance loans to business and industry by type of investment 
and amount authorized 


[In thousands] 


1953 


Corporate bonds and notes: 
usiness and industrial $2, 776, 486 $2, 624, 475 $2, 678, 717 
I oa ninsninitien nese 1, 146, 448 802, 839 482, 844 
Business and industrial mortgages. 749, 548 1, 067, 697 1, 191, 151 


4, 672, 482 4, 495, 011 4, 352, 712 





From a total of $4.7 billion in 1953 the amounts authorized declined to $4.5 
billion in 1954 and to $4.4 billion in 1955, followed by a rise to almost $5.1 
billion authorized in 1956.‘ 

A further breakdown on these annual totals, classified according to the total 
size of loan involved, appears in table 2. As in all similar tables to follow, the 
heading “Total size of loan” refers to the total amount borrowed by the busi- 
ness concerns whether through a security offered publicly to thousands of 
investors, a direct placement with several financial institutions, or a mortgage 
loan from a single life insurance company. The dollar amounts shown in 
the body of the table represent the aggregate loan authorizations by the 
reporting life insurance companies. For example, authorization to invest in a 
publie utility bond issue totaling $50 million has been recorded in the survey 
opposite the line “$10 million and over,” even though a single company may 
have authorized the purchase of only $100,000 of the issue or all reporting life 
companies may have authorized the purchase of $900,000 of the issue. 


#In analyzing these figures, it should be kept in mind that in 1954 and 1955 an increase 
in residential mortgage authorizations (not included in this survey) offset the decline in 
authorizations to finance business and industry. 
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Life-insurance participation in loans totaling $10 million and more accounted 
for a high proportion of all business and industrial loan authorizations shown 
in table 2, but the importance of this size of loan in the total was less in 1956 
than in 1953 or 1954. On the other hand, the dollar amounts authorized in the 
loan categories below $250,000 rose in each year since 1953, while the relative 
importance of such authorizations increased from 4.9 percent of the total amount 
in 1953 to 6.1 percent in 1954 and 6.8 percent in 1955; in 1956 the percentage 
of loans under $250,000 returned to the 1954 level. 

Table 2 also shows the number of borrowing operations in which business and 
industrial firms obtained loans from the reporting life-insurance companies, 
either through bonds or mortgages. Of the total number of borrowing opera- 
tions reported for this period, almost three-quarters were for loans involving 
less than $250,000. Borrowing operations for less than $250,000 in which life- 
insurance companies provided loan funds rose steadily in number from 3,680 
in 1953 to 4,242 in 1956. Data on the number of borrowing operations have been 
obtained by means of a supplementary survey which was designed to eliminate 
the duplication in reporting by 2 or more companies on separate bond issues in 
which more than 1 life company participated.® 

In the case of mortgage loans to business and industry, participation by more 
than one company in a single loan occurs rarely, if at all, and the number of 
authorizations originally reported in the survey reflect the number of borrowing 
operations that took place in each loan category. 

The average dollar amounts authorized by each company for investment in 
each loan category are shown in table 3. These average amounts have been 
computed by dividing the total amounts authorized as shown in table 2 by the 
gross number of authorizations reported by the companies, before adjustment for 
duplicate reporting. In the smallest category, loans under $50,000, the average 
authorization amounted to about $25,000 throughout the period. For loans in- 
volving $10 million and over, the average authorization by individual companies 
was around $2.5 million, reflecting the participation in loans involving more 
than 1 investor. 

Table 3 also presents a summary of survey results of average interest rates.’ 
on life-insurance investments, classified by total size of loan. The grand aver- 
age of interest rates shows a decline from 4.11 percent in 1953 to 4 percent the 
next year, followed by an increase to an average 4.2 percent in 1955 and a fur- 
ther rise in 1956 to 4.55 percent. These trends parallel the movement of interest 
rates in the long-term capital markets during this period. 


TABLE 3.—Life-insurance loans to business and industry by size of loan, average 
amount authorized, and average interest rate 


1953 1954 1955 1956 


ee nabeinda naadh verage| Average! Average|Average| Average 
amount; rate amount; rate amount! rate amount; rate 


Total size of loan 


Amounts in thousands of dollars 





Under $50,000._..__- t 2 rz 2 . 96 25 9! 26 
$50,000 to $100,000... _____- 36 58 | a 68 69 
| 


on 
- 
oa 


$100,000 to $250,000__- | ; : . 64 154 
$250,000 to $1,000,000 . 66 | 4¢ . 54 436 
$1,000,000 to $5,000,000 _ _ 5 | . | , os 29 , 403 
$5,000,000 to $10,000,000 _ - - - 3 , 603 | 04 
$10,000,000 and over_.......--}| 2, | 3. § 2, 46! 3.74 


446 
, 1, 448 
2, 287 ; 2, 225 
2, 657 ‘ 


| 153 


- | PPP ee 
al Sssssss 


Grand average_..-_- ; 5 4.00 | 638 


5 Life-insurance companies responding to the survey were originally requested to report 
the number of authorizations and dollar amount authorized in each category of “Total 
size of loan.”” Combining the 67 company reports inevitably produced duplication in cases 
where several companies participated in a direct placement by a single borrower, or pur- 
chased part of a bond issue offered publicly to life-insurance companies and other investors. 

®*The average rates reported by participating companies are the gross contract rates on 
each transaction, weighted by the dollar amount authorized for that transaction. The 
interest rates shown in the survey tables roughly represent the cost of borrowing rather 
than net yield to the investor, since they take no account of administrative expenses and 
other fees. 
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After rising in the first 6 months of 1953, market yields declined steadily dur- 
ing the last half of 1953 and during 1954, while the years 1955 and 1956 were 
characterized by a generally rising trend of interest rates as demands for long- 
term funds outstripped the supply of savings. 

The inverse relationship of interest-rate levels to the total size of loan is shown 
clearly in table 3, with larger loans commanding lower rates than smaller loans. 
For example, in 1954, life-insurance investments in loans of less than $50,000 
were authorized at rates averaging 1.22 percent higher than the rates for loans 
involving over $10 million of borrowing. This is to be expected, because the 
smaller loans are more expensive to make and to administer, and for other 
reasons Which will be discussed more fully in a later section. As capital-market 
conditions changed between 1954 and 1956, the entire schedule of interest rates 
rose. The larger loans experienced the sharpest increase in rates and the 
smaller loans the least increase, as is shown by the persistent upward progres- 
sion from an increase of 19 basis points in the case of the smallest loans to 62 
basis points for the largest class. Thus, borrowers in the smallest loan category 
paid an average interest rate of 5.15 percent in 1956, or only 79 basis points 
above the rate on loans in the largest category. 


TABLE 4.—Absolute and percentage changes in average interest rates on life 
insurance loans to business and industry by year and by total size of loan 


| Absolute increase (+) or decrease (—) 
Total size of loan 






































1953-54 1954-55 | 1955-56 1954-56 
Rates in percent per annum 
Under $50,000 aoe ideals —0. 01 —0.01| +0.20] +0. 19 
$50,000 to $100,000_ .. . RENE. ; —.01 —. 04 | +. 25 | +. 21 
$100,000 to $250,000. _ ___ a y —.10 | +. 02 | +. 26 | +. 28 
$250,000 to $1,000,000___ 2 ee ae ee ein —.12 +. 07 | -+-. 29 | +. 36 
$1,000,000 to $5,000,000 ot duane kb ales deaaieibdimes anc —.19 | +.09 | +. 42 | +. 51 
$5,000,000 to $10,000,000..................... a —.24 | +. 24 | +. 32 +. 56 
$10,000,000 and over_____.._- b tldlls cba dubbed —.16 | +. 24 | +. 38 +. 62 
SE OT ENIINS wncbse tascncceanncona Conighnd —-.11 +. 20 +.35 +. 5! 
Percent increase (+) or decrease (—) 

Under $50,000... ee - visit Mdeadhd —0. 20 —0. 20 +4. 04 +3, 83 
$50,000 to $100,000... _- diniadha cits ir —,.21 —. 84 +5. 26 +4. 38 
$100,000 to $250,000_..___- ; L —2.11 +, 43 +5. 58 +6. 03 
$250,000 to $1,000,000 ‘ —2. 58 +1. 54 +6. 29 +7. 93 
$1,000,000 to $5,000,000 : sl —4, 24 +2. 10 +9, 59 +11. 89 
$5,000,000 to $10,000,000 at ; ee —5, 61 +5. 94 -+-7. 48 +13. 86 
$10,000,000 and over. ...............-... ee —4.10 | +6. 42 | +9. 55 | +16. 58 
| siti ate aT re be ih sdictiiininncsatiaii hain lad, acini 

IPI GOUNRIE oi ere cacnccsnnduattienosenal —2. 68 | +5. 00 +8. 33 | +13. 75 





These developments are set forth in greater detail in the summary of survey 
results in table 4 which shows the absolute and percentage changes in average 
interest rates on each category of loan size. Between 1954 and 1955 the rates 
on larger loans rose by 24 basis points, while the rates for smaller loans 
declined somewhat from the average of 1954. Rates on all categories increased 
in 1956 over the 1955 average but the rise was substantially greater for large 
borrowings than for the smaller loans. Expressing the same trends as a per- 
centage increase in borrowing costs, the contrast between large and small loans 
is even more striking. As may be seen in table 4, average borrowing costs on 
loans under $50,000 rose by 19 basis points between 1954 and 1956, for a per- 
centage increase of 3.83 percent; the rise of average rates on loans of $10 
million and over was 62 basis points or a rise of 16.58 percent in the cost of 
such borrowing. 

As will be seen later in this report, the occurrence of more sizable increases in 
rates on larger loans than on smaller loans over the 1954-56 period is found 
also in each section of the survey discussed below, namely, business and indus- 
trial bonds, public utility bonds, and mortgage loans to business and industry. 
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3. INVESTMENTS IN BUSINESS AND INDUSTRIAL BONDS 


Amounts authorized for investment in business and industrial bonds in- 
creased in 1956 to $3.4 billion from a total of about $2.7 billion during each of 
the previous 3 years. As shown in table A-1 of the appendix, a large propor- 
tion of the amounts authorized were in connection with security issues amount- 
ing to $10 million and over. It is significant that the relative importance of 
authorizations in this class was about the same in 1956 as in 1954 and some- 
what less than in 1953. The dollar amounts authorized in 1956 for loans of less 
than $250,000 were higher than in 1953 and 1954 but showed some decline 
from the peak of 1955. 

Table A-2 in the appendix presents loan authorization data classified by the 
asset size of business firms raising funds through bonds offered to insurance 
companies. The dollar amounts authorized for firms with assets below $10 
million were substantially higher in 1956 than in earlier years, and also showed 
a gain over 1953 and 1954 in terms of the percent of total amounts authorized 
as may be seen in the lower half of table A-2. Authorizations to borrowers 
with assets of $100 million and over accounted for a large share of the total 
amount but have declined steadily in relative importance since 1953. 

Average interest rates on business and industrial bonds generally varied in- 
versely both with the size of loan and with the asset size of borrower, as 
shown in tables A-8 and A-4. Since firms with larger assets are more likely 
to have a higher credit standing, the lesser risk on such investments is one 
reason for expecting lower interest rates on loans to such borrowers." 

In the transition from easy credit conditions in 1954 to heavy demands for 
capital funds in 1956, average interest rates on business and industrial bond 
authorizations rose from 3.88 percent to 4.46 percent, an increase of 58 basis 
points. As may be seen from the data in table A-4, the rise in borrowing costs 
over this period was only 19 basis points for firms with assets under $1 million, 
58 basis points for borrowers with assets from $1 to $2 million, and 25 basis 
points for firms with between $2 and $5 million assets. In contrast to these 
smaller firms whose borrowing costs rose by the average or less, larger firms ex- 
perienced a rise in interest charges close to or somewhat above the average of 
58 basis points. Borrowers with assets over $500 million paid 57 basis points 
more, firms with $100 to $500 million in assets paid 70 basis points more, and 
those with $50 to $100 million in assets experienced a rise in interest rates of 60 
basis points between 1954 and 1956. 

The composition of business and industrial bond investments by type of bor- 
rower is shown in table A-5. Manufacturing concerns accounted for roughly 
half of the total, with finance companies next in importance although declining 
as a percent of the total since 1953. Table A-6 presents the average amounts 
authorized by each reporting company for each type of borrower, together with 
the average interest rates on these authorizations. Tables A-—7 through A-10 
represent a cross-classification of the amounts authorized as between the asset 
size of the borrowing firm and the total size of loan involved. Although ex- 
ceptions may be noted, these tables demonstrate the general tendency for large 
firms to borrow in large amounts and vice versa. 


4. INVESTMENTS IN PUBLIC UTILITY OBLIGATIONS 


Authorizations to invest in public utility bonds have declined sharply from 
$1,146 million in 1953 to $429 million in 1956. Table B—1 brings out the fact 
that loans to public utility concerns typically have been made through participa- 
tion in issues of larger total size, ranging upward from $5 million. However, 
public utility issues of $5 million and over have accounted for a smaller propor- 
tion of life-insurance investment in utility loans since 1953 while the issues of 
smaller total size have gained as a percent of total utility investments by life 
companies, as may be seen in the lower half of table B-1. 


7Since loans of larger size are typically raised by businesses with larger assets and 
small loans are usually made to smaller firms, as shown in tables A-7 through A-10, 
it is to be expected, because those firms which have weathered the storm of business 
competition and have grown larger are generally speaking better credit risks, that interest 
rates would be lower for larger firms and also for larger loans. Moreover, the adminis- 
trative expenses of processing loans of Jarge dollar amount represent a smaller proportion 
of gross interest than the expenses on smaller loans, thus requiring a lower gross interest 
rate to produce a given net yield to the investor. 
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Table B-2 shows that the largest single share of public utility investments has 
gone to borrowers with assets between $100 and $500 million, while borrowers 
with assets of $500 million and over have received a smaller share of the total. 
The percentage of total utility loans going to public utilities with assets of less 
than $500 million has increased over the period, rising from 18.2 percent in 1953 
to 29.7 percent in 1956. 

Data in table B-3 on average interest rates on public utility investments show 
the previously mentioned pattern of a decline in 1954 and a rising trend in 1955 
and 1956. The statistics also show the tendency for loans of larger amount 
to be made at lower rates than smaller loans, although the inverse relation- 
ship between size of loan and average interest rate is not as smooth for the public 
utility bonds as for business and industrial bonds. In table B-4 average rates 
are classified by asset size of borrower and the inverse relationship is again 
evident although not without exceptions. Comparison of the average interest 
rates for 1954 and 1956 reveal that the increase in rates for smaller utilities 
over this period has been much less than the increase in borrowing costs of pub- 
lic utilities with assets of $50 million and over. 

Information regarding the number of authorizations and dollar amounts 
authorized to different types of utility concerns are shown in table B-5. From 
1953 to 1956, the relative share of electric utility investments declined from 
48 to 14 percent of the total amount authorized, while gas and gas pipelines 
increased in importance from 33 to 65 percent of the total over the 1953-56 
period. Table B-6 presents survey results on the average amount authorized 
for each type of utility together with the average rates of interest on the 
several types of utility investments. The lowest interest rates in each of the 
years surveyed were commanded by electric utility investments, while loans 
to gas and gas pipeline utilities showed the highest interest rates in 1954 and 
again in 1956. 

Tables B-7 through B-10 present the data on amounts authorized in each 
year cross-classified as between total size of loan and asset size of obligor, and 
demonstrate the obvious fact that public utilities of small size borrow smaller 
amounts than do large companies. 


5. MORTGAGE LOANS TO BUSINESS AND INDUSTRY 


A substantial volume of life-insurance loans to business and industry are 
made through the mortgage departments of the life-insurance companies. In 
eases where the earning power of the borrower cannot be determined with 
certainty, or the principal income-producing asset of the borrower is real 
property, the mortgage loan becomes a practical means of raising capital. 
Indeed, in cases where the business is unincorporated, State regulations pro- 
hibiting unsecured loans to such borrowers may make lending on real-estate 
collateral the only means for life-insurance company to lend to the business 
concern in question. 

The authorization of mortgage loans to business and industry has increased 
from $750 million in 1953 to $1,269 million in 1956." 

Loans in amounts of less than $250,000 have increased in dollar amount 
throughout this period as shown in table C-1, although a modest decline 
in the percentage share has taken place between 1954 and 1956. The survey 
data on number of authorizations for mortgage loans in each loan category are 
believed to accurately reflect the number of borrowing operations that took 
place in each loan category, since participation by more than one life-insurance 
company occurs rarely, if at all. Table C-1 shows a concentration in the 
number of authorizations in the smaller loan categories throughout the 1953-56 
period. More than 80 percent of the total number of authorizations was for 
amounts of less than $250,000. Loans for less than $25,000 numbered between 
19 and 26 percent of the total, while loans from $25,000 to $50,000 accounted 
for more than 20 percent of the total number of authorizations. Over 60 per- 
cent of the number of loans were made in amounts of less than $100,000. 

Data were requested of the reporting companies on the asset size of obligor 
on mortgage loans, but this section of the survey is of necessity incomplete 
Since company records did not always contain this information. In making 
mortgage loans investors are almost invariably concerned with the appraised 


SIt should be noted that the survey data on mortgage loans are partly on the basis 
of the disbursements made each year since many reporting companies did not keep 
mortgage records on an authorization basis. 
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value of the real property being mortgaged or the income expected from the 
property, rather than the assets of the obligor. In many instances, the asset 
size of the borrower has little direct bearing on the loan decision, particularly 
where the existence of a long-term lease with a major tenant is an important 
factor, as is often the case for loans on office buildings or shopping centers. 
The survey results on asset size of mortgage borrower represent only about 
30 percent of the amounts reported by size of loan or type of property. Ac- 
cordingly, it is evident that the data on asset size of mortgage borrowers in 
this survey cannot be considered as representative of the total lending in this 
field by life-insurance companies. (For this reason, it was not possible to 
present a combined total of life-insurance loans classified by asset size of 
obligor in the discussion of overall loan trends in an earlier section of this 
report.) 

Average interest rates on mortgage loans to business and industry are classi- 
fied in tables C-3 and show the inverse relationship between level of rates and 
size of loan. An exception occurs in the case of loans involving $10 million 
and over, which were made at higher average interest rates in 1954 and 1955 
than were loans of smaller amount.’ 

Excluding this exceptional category, the data of table C-3 show that in the 
period from 1954 to 1956 the general rise that took place in mortgage loan in- 
terest rates was more pronounced for larger loans than for small loans. For 
example, the average rate of return on mortgages in the $25,000 to $50,000 
class increased by 20 basis points, while average rates rose by 40 basis points 
on loans in the $5 million to $10 million category. 

Ail types of property have shared in the rise of business and industrial mort- 
gage loans between 1953 and 1956, with the dollar amounts authorized for 
retail trade establishments and for hotels, garages, and theaters almost 
doubling over that period as may be seen in table C—5. The lowest interest 
rates have been obtained on general office building loans, as shown in table C-6. 






6. MORTGAGE LOANS TO FARM BUSINESS 










Another form of life-insurance lending to business-type enterprises is the 
mortgage loan on farm properties. Although loans of this type were excluded 
by definition from the survey, they may certainly be considered as a form of 
investment in the business enterprise of the United States. 

Data from the United States Department of Agriculture on farm mortgage 
loans by life-insurance companies are roughly comparable to the survey re- 
ports, although in less detail. The table below presents these data for the 
years 1953 through 1956 on the basis of acquisitions of loans (disbursement of 
funds) rather than of authorizations in each year. The amount disbursed in 
1956 showed a decline from 1955 but was substantially higher than in 1953 
or 1954. The average amount of each farm mortgage loan has increased 
steadily over the period, but it still averaged only 17,000 in 1956. 









Farm mortgage loans of United States life-insurance companies by number of 
loans, amount disbursed, and average amount of loan 


[Amounts in thousands of dollars] 








Average 
Number Amount amount of 
loan 












Wee Se ore . Soe e bee eR eaeee Ce obs ene as 29.171 $394, 485 









Pe Mol. tab iichits to 4ad Aabidae daa sl necbaliac trdvetbaaied | 28. 456 390, 322 14 
thie sks ta daniel didee asain Ra atcha ia manic cea abana 34, 082 | 506, 999 | 15 
Nk hae a ae a Na daa Sn a aii a cons aidan 29, 204 487, 953 17 


Source: U. 8. Department of Agriculture. Statisties represent companies holding slightly more than 
97 percent of the total mortgage holdings of all United States life-insurance companies. 


*Only 4 loans in 1954 and 9 loans in 1955 were reported in the $10 million and over 
eategory, as may be seen in table C—1. 



























TABLI 


). = Ue ae, 


PROBLEMS OF SMALL-BUSINESS FINANCING 151 


TaBLE. A-1-A.—Investments in business and industrial bonds by size of loan, 
number of borrowing operations,’ and amount authorized 





1953 | 1954 1955 1956 





Total size of loan ] 
Num-| Amount | Num- | Amount | Num-;} Amount | Num-| Amount 
ber ! ber ! | ber! | ber ! 


nue om — as wwe 


Amounts in thousands of dollars 


| 


3 
bbe 16 394 13 313 5 | 150 3 81 











Under $50,000. _........-..-- 
$50,000 to $100,000__....-...---.-. 16 RAR | 1] 571 14 R32 13 $25 
$100,000 to $250,000__.......----- 51 7, 788 | 48 6, 176 67 10, 473 54 8, 028 
$250,000 to $1,000,000 _....._..-- 171 79, 228 194 100, 762 193 97, 182 164 97, 823 
$1,000,000 to $5,000,000... | am | 348389} 222 | 41sog9| 218 | 453,590} 236] 510,597 
$5,000,000 to $10,000,000 _ _ édia 49 221, 971 31 208, 418 | 62 | 299,705 64 323, 230 
$10,000,000 CE OO ecackivacnuncdd | 68 |2, 118, 848 73 i}, 890, 146 87 |1, 816, 776 lll | 2,450, 382 
he peace 542 |2, 776,486 | 592 |2,624,475 | 646 |2,678,717 | 645 | 3,390, 966 








| i 


As percent of total number and total amount 


| 
| 
| 














Under $50,000. ..............-..-]| 3.0 (2) 2.2 (2) 0.8 (2) 0.5 (2) 
$50,000 to $100,000_.....--.-.-.-..] 3.0 (3) 1.9 (?) 2.1 (2) 2.0 ) 
$100,000 to $250,000__. --| 9.4 0.2} 81 0.2| 10.4 0.4] 84 0.2 
$250,000 to $1,000,000 bad ae 2.9] 32.8 3.9| 29.9 3.6| 25.4 2.9 
$1,000,000 to $5,000,000- - - Seidel: 12.6 37.5 15.9 33. 7 17.0 35. 6 15.1 
$5,000,000 to $10,000,000 - - ce. 9.0 8.0 5.2 8.0 9. 6 9 2 | 9.9 9.5 
$10,000,000 and over. _.......- 12.6 76.3) 123] 720) 135] 67.8] 17.2] 72.3 
Total... n-r-nno---=-=-| 100.0 100.0. | 100. 0 | 100.0 | 100.0 | 100.0 | | “100.0 100.0 





! The data represent the nurr ber of borrowing operations in which business and industrial firms obtained 
loans from’ life-insurance lenders through bonds. The statistics are based on a supplementary survey of the 
reporting corr panies which adjusts the gross number of authorizations (shown in table A-1 below) for dupli- 
cate reporting by two or more life-insurance companies purchasing part of the same bond issue. 

? Less than 0.05 percent. 


TaBsLe A-1.—IJnvestments in business and industrial bonds by size of loan, 
number of authorizations,’ and amount authorized 





1953 1954 1955 | 1956 
Total size of loan ta - eo. = oe Pe ke. 
Num-| Amount | Num-| Amount | Num-| Amount | Num-| Amount 
ber! | | ber! ber! | ber! | 
— _ — —— | 
Amounts in thousands of dollars 
ication cote ates Et ® nen st seawall 
SS EE ee 16 394 13 313 5 150 3 81 
$50,000 to $100,000_............... 16 S68 ll 571 14 | 832 13 | 822 
$100,000 to $250,000_.............- 51 6, 788 48 6, 176 67 10, 473 54 8, 028 
$250,000 to $1,000,000 sieiitaae 181 79, 228 215 100, 762 225 97, 182 210 97, 823 
$1,000,000 to $5,000,000. .........- 273 348, 389 302 418, O89 309 | 453, 599 378 | 510, 597 
$5,000,000 to $10,000,000. .......- 92 221, 971 96 208, 418 126 299, 705 141 | 323, 230 
$10,000,000 and over. .--......... 470 \2, 118, 848 370 |1, 890,146 | 482 |1, 816, 776 614 | 2, 450, 382 
Total... 6dgeGhbeodachene | 1, 099 la, 776, 486 1,055 |2, 624, 475 | 1, 228 2, 678, 717 | ‘ “413 | 3, 390, 966 
| | 
As percent of total number and total amount 
| 74 B | | l 
Under $50,000. - - 15} @ 12] @ 04) @ 0.2} @ 
$50,000 to $100,000 os 1.5 (?) 1.0 (2) 1.1 2) 9] (2) 
$100,000 to $250,000... 4.6 0. 2 4.6 0.2 5.4 | 0.4) 3.8] 0.2 
$250,000 to $1,000,000 16. 4 2.9 | 20.4 3.9 18.3 | 3.6] 149] 2.9 
$1,000,000 to $5,000,000____-.-_-_. 24. 8 12.6 | 2826] 15.9] 25.2] 17.0) 2.8| 15.1 
$5,000,000 to $10,000,000..--....--]| 8.4 | 8.0] 91] 8.0} 10.3 | 11.2] 10.0} 9.5 
$10,000,000 and over._-....-.-.-- | 42.8 76.3 | 35.1 | 72.0} 39.3 | 67.8 ce 43.4 | 72.3 
Total.......... clear 0 wae} wee 10.0 | 00.0 | 100. 0 | | 100.0 | 100. 0 
| 








1In contrast to the data of table A-1-A on the number of borrowing operations, the data shown in this 
table for the number of authorizations contain a considerable amount of duplicate reporting on bond issues 
in which more than 1 insurance company participated. This duplication occurs particularly in the higher 
loan categories, where a borrowing corporation obtains funds avseah a direct placement with a number 
of companies or through a public issue purchased by a number of life-insurance companies and many other 
investors. 

2 Less than 0.05 percent. 
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Taste A-2.—Investments in business and industrial bonds by asset size of 
obligor, number of authorizations, and amount authorized 





1953 1954 1955 1956 









Asset size of obligor 
Amount | Num- 
ber! 


Amount | Num- 


Amount 
ber! 


Amount | Num- 
ber ! 












Amounts in thousands of dollars 

















Under $1,000,000_......-......... 40 6, 517 48 7, 365 31 5, 746 29 6, 509 
$1,000,000 to $2,000,000__..._..... 58 30. 739 41 21, 459 60 22, 954 51 23, 133 
$2,000,000 to $5,000,000 .........-- 110 85, 717 143 88, 037 129 109, 623 140 133, 702 
$5,000.00 to $10,000,000. ...._... 114 146, 447 148 143, 171 126 151, 271 140 184, 965 
$10,000,000 to $50,000,000... .....- 231 440, 516 289 661, 699 344 650, 408 357 687. 732 
$50,000,000 to $100,000.000 . ....._. 107 | 304, 874 88 249, 446 172 | 324,120 186 569, 749 
$100,000.000 to $500,000,000_ _ ._._- 283 777, 916 179 713, 136 235 | 1,098, 145 342 | 1, 128, 725 
$500,000,000 and over............- 156 | 983, 760 119 | 740, 162 131 316, 450 168 656, 451 

dr te) 1,099 |2, 776, 486 | 1,055 |2, 624,475 | 1,228 |2,678, 717 | 1,413 | 3, 390, 966 

As percent of total number and total amount 

Under $1,000,000 .__.........-.... 3.6 0.2 4.5 0.3 2.5 0.2 2.0 0.2 
$1,000,000 to $2,000,000_........-- 5.3 1.1 3.9 8 4.9 9 3.6 on 
$2,000,000 to $5,000,000 ........... 10.0 3.1 13.6 3.4) 10.5 4.1 9.9 3.9 
$5,000,000 to $10,000,000. _......-- 10. 4 5.3 14.0 5.4 10.3 5.6 99 5.4 
$10,000,000 to $50,000,000. ......._ 21.0 15.9 27.4 25. 2 28.0 24.3 25. 3 20.3 
$50,000,000 to $100,000,000 . ......- 9.7 11.0 8.3 9.5 14.0 12.1 13.2 16.8 
$100,000,000 to $500,000,000. . ..... 25. 8 28.0 17.0 27.2 19.1 41.0 24.2 33.3 
$500,000,000 and over-_............ 14.2 35. 4 11.3 28.2] 10.7 11.8 11.9 19.4 

i alias iene 100. 0 100.0 | 100.0 100.0 | 100.0 100.0 | 100.0 100.0 


1 The data shown for the number of authorizations contain a considerable amount of duplicate reporting 
on bond issues in which more than 1 insurance company participated either through a direct placement or 
@ publicly offered bond issue. Consequently, the data on number of authorizations do not accurately re 
flect the number of borrowing operations, from the business concerns’ standpoint, in which life-insurance 
companies provided funds. 


TaBLE A-3.—Investments in business and industrial bonds by size of loan, 
average amount authorized, and average interest rate 


1953 1954 1956 








Total size of loan 
Average 
amount 


Average | Average 
rate amount 


Average | Average 


Average | Average | Average 
rate amount 


rate amount rate 














Amounts in thousands of dollars 
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Taste A-4.—Investments in business and industrial bonds by asset size of 
obligor, average amount authorized, and average interest rate 





1953 1954 1955 
Asset size of obligor 


Average | Average | Average | Average | Average | Average | Average | Average 
amount rate amount rate amount rate amount 


Amounts in thousands of dollars 
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Taste A—5.—Investments in business and industrial bonds by type of borrower, 
number of authorizations, and amount authorized 





1953 1954 1955 


Amount |Num-| Amount | Num-|} Amount | Num 


Amounts in thousands of dollars 


Manufacturing --- ¢ 1, 249, 190 478 | 1,479, 036 518 | 1, 285, 003 1, 782, 725 
Retail and wholesale trade-. 2 197, 443 149 179, 123 112 178, 931 121, 265 
Service. » 37, 407 32 43, 072 31 47, 590 25, 997 
Finance com \panies_. s 274 759, 714 187 421, 498 361 460, 022 < 527, 262 
en | other than 

ick hen ltadh itven tenant 55 135, 735 37 157, 888 46 403, 268 472, 604 
SE inn udbacossthnelied d 396, 997 172 343, 858 160 303, 903 174 461, 113 


a 1, 099 2, 776, 486 | 1,055 2 2, 624,475 | 1,228 | 2,678,717 | 1,413 | 3,390, 966 
| 


As percent of total number and total amount 


Manufacturing -_-_-..- 44.7 
Retail and wholesale trade. 11.3 
Service. ‘ aa 1.5 
Finance comps anies.___- 24.9 
Transportation other than. 

rail ._. sacwsususeinets 5.0 
All other 





a ee 
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TasLeE A-6§.—Investments in business and industrial bonds by type of borrower, 
average amount authorized, and average interest rate 


[Amounts in thousands of dollars] 





——___. 


oe 


1953 | 1954 1955 | 1956 


Type of borrower | 
| Average | Average | Average | Average | Average | Average 


Average | Average 
| amount 


rate amount rate amount rate amount rate 








Amounts in thousands of dollars 


| 
Manufacturing aa 5 .87 | 3,094 3. 83 2, 481 4,12 2, 681 | 
Service _ paseo & . 33! 4. , 346 | .14 
Finance companies. ___- , 77% . 06 | , 254 3. 63 
Transportation other than | 

rail_- a . 50 | , 267 . 88 
All other | 2,856 | .31 | 1,999 . 35 


1, 535 4.40} 1.083 | 
1,274; 4.00 1, 489 | 
i 
8, 767 3. 97 5, 982 | 


1, 899 4.16 2. 650 | 


| 
i | i 
Retail and wholesale trade ___| , 592 E , 202 3. 90 | 1, 598 4.01 1, 036 | 
| 
| 
} 


cima win — suman ne an iis 
Grand average | 2,526 | .03 | 2, 488 88 | 2,181 | 407 | 2, 40 | 


TasLeE A-7.—IJnvestments in business and industrial bonds, by size of loan and 
asset size of obligor, authorized in 19538 


Asset size of obligor (in millions of dollars) 


_ 


Total size of loan l l = 
$5 to * to | $50 to $100 to 

| “gio | $50 +100 | ” $500 

| | | 

' | ; 


|\Under| $1 to | 
$1 $2 


eas 


Amounts authorized in thousands of dollars 


Total 


Under $50,000 394 32 ‘ 54 | 90 
$50,000 to $100,000 868 | 5 60 |_. 100 | 102 | g 50 |... 
$100.000 to $250,000 3, 788 | 3, 114 | 1,02! 350 | 569 51 | 599 | 
$250,000 to $1,000 000 79, 228 | 2, 2,155 | 31,851 | 15,770 | 9,957 3 | , 822 | 
$1,000,000 to $5.000,000____- q ee iden . | 32, 7§ | 72,260 |189, 301 , 26 , 546 | 
$5,000,000 to $10,000,000__..| 221, 971 -| 6, 02 | 37,413 | 76,578 ,609 | 33, 587 b 
$10,000,000 and over_......|2, 118,848 |_.._- 20,000 | 20, 500 |163,919-|221,711 | 720,221 | 972,497 
776,486 | 6,517 |30,739 | 85,717 |146, 447 (440,516 |304,874 | 777,916 | 983, 760 


| 


TasLeE A-8.—Investments in business and industrial bonds, by size of loan and 
asset size of obligor, authorized in 1954 


Asset size of obligor (in millions of dollars) 
Total size of loan Si ankle Atel om AS ea Sang ah ee Pe ae 
Under) $1 to | $2to $5 to $10 to | $50 to $109 to $500 
Total | $1 $2 | $5 | $10 | $50 | $100 | $500 and 
| Pe over 
} 


Amounts authorized in thousands of dollars 


Under $50,000- ‘. 313 140 } 70 30 } 4 69 
$50,000 to $100,000 i 571 275 50 | 86 47 63 | | 
$100,000 to $250,000 | 6,176 | 2,629 935 1, 435 | 832 | | 345 
$250,000 to $1,000,000_ _ _- 100, 762 | 4,308 | 7,510 | 48,805 | 18,469 | 18,009 1, 500 | 1, 650 | 
$1,000,000 to $5,000,000__- 418, 089 13 |12,014 | 36,247 |122,896 |205,782 | 22,887} 11,386 
$5,000,000 to $10,000,000__. 208, 418 |. 1, 000 1, 000 1,000 |161,704 | 11,823 | 31,116 
$10,000,000 and over. 1, 890, 146 | - 500 650 (275, 295 |213, 169 | 668,570 | 


Total. 2, 624,475 | 7,365 21,459 | 88,037 |143,171 |661, 699 ae, 446 | 713, 136 
| | 





Unde 
$50,00! 
$100,0 
$250,0 
$1,000 
$5,000 
$10,00 


Und 
$50,001 
$100, 
$250, | 
$1, 00 
$5,00 
$10,0 
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TaBLE A—9.—Investments in business and industrial bonds, by size of loan and 
asset size of obligor, authorized in 1955 


Asset size of obligor (in millions of dollars) 


l 5 
U near $1 to $2to | $5to | $10to | $50to | $100 to 
Total $1 | $2 $5 | $10 $50 $100 $500 


Amounts*authorized in thousands of dollars 


Under $50,000 150 a7 hs. 33 | 20 | : 25 

$50,000 to $100,000 832 385 3 | é 107 | 

$100,000 to $250,000 ; 10,473 | 1,829 | 1,573 | 2,276] 1,231] 1, 1, 305 | 699 480 
$250,000 to $1,000,000. _ __ 97, 182 | 3,505 |15,341 | 29,214 | 23, 604 21,055 | 2, 503 1,310 650 
$1,000,000 to $5,000,000 453, 599 | ..| 6,040 0 | 85, 016 | 232, 324 | 45, 228 | 11, 630 9, 101 
$5,090,000 to $10,000,000 299, 705 } 

$10,000,000 and over jl, 816, 776 


| 
43, 961 





5 | 41, 400 1138, 071 | 65, 948 
| ..|257, 658 |209, 004 |1, 040, 545 ; 306, 169 


| 
| 
| | = ” « : iE = | 
| | | 
Total eatin |2, 678, 717 5, 746 |22, 954 a 9, 623 151, 271 _ 408 (3 324, 120 Ht, 098, 145 316, 450 
| | 


TABLE A-10.—Investments in business and industrial bonds, by size of loan and 
asset size of obligor, authorized in 1956 


Asset size of obligor (in millions of dollars) 


$500 

Total | $i | $2 | $5 $10 $50 $100 $500 | and 
| over 
| | ! “a 


Total size of loan 


| | | 
|}Under)| $1 to $2 to $5 to $10 to | $50 to | $100 to 


Amounts authorized in thousands of dollars 


Under $50,900 § 4... doe 25 

$50,000 to $100,000 a R25 400 75 100 &5 | 

$100,000 to $250,000__._.-- 8, 0: 1, 950 1, 589 2, 095 801 513 | 405 

$250,000 to $1,000,000- _ . es 97,823 | 4,003 |11, 298 | 34,455 | 22,116 | 17,446 | 2,525 

$1,000,000 to $5,000,000. __-- 510, 597 | 110, 066 | 71,952 |104, 563 |252,810 28, 122 

$5,000,000 to $10,000,000 323, 2% j | 105 | 10,500 | 57,375 |160,908 | 47, 860 | ’ 

$10,000,000 and over ...-|2, 450, 38% ate 14, 600 |--------|255, 890 490, 837 11, 040: | 4 | 648,181 
Total §, 390, 966 , U9 | 23, 133 1143, 702 |184, 965 | 87,732 |569, 749 = 128, 725 | 656, 451 

| | 
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Taste B-1.—IJnvestments in public utility obligations by size of loan, number of 
authorizations,’ and ameunt authorized 


PROBLEMS OF SMALL-BUSINESS FINANCING 


1953 1954 1955 


Total size of loan 
Amount | Num- 
ber ! 


Amount | Num-| Amount | Num- 


ber ! 


Amounts in thousands of dollars 


Under $50,000 

$50,000 to $100,000 
$100,000 to $250,000 
$250,000 to $1,000,000 
$1,000,000 to $5,000,000 
$5,000,000 to $10,000,000 
$10,000,000 and over 


274 

712 

3, 352 
26, 580 
91, 929 
126, 670 
896, 931 


6| 


25 
62 
77 
137 
122 
686 


165 | 
1, 485 
8, 947 
27, 944 
84, 702 
69, 498 
610, 098 


6 

7 
38 
68 
126 
66 


377 | 347, 800 


|1, 146, 448 | 1,115 


| 802, 839 | 688 | 482, 844 


Under $50,000 

$50,000 to $100,000 
$100,000 to $250.000 
$250,000 to $1,000,000. 
$1,000,000 to $5,000,000 
$5,000,000 to $10,000,000 
$10,000,000 and over 


ee 
Beronwe- 
ooroO rh OF 


= 
i) 
Cc 


Pron, 


~~ 
Oo} eK owwr 


5 





| 


one 
RH SNPane 
Aecwoawa 


3 
o 


@® 


— 
Feowr, 


On orcre to 


cig 


S 
° 


| 


o | DBDAwoace 


ao me 
em ODOAkS 


3 


=~ 
e 
~~ 


oe 
a 
3) Neakars 


So Coma 


15 
37 
51 
102 
65 


As percent of total number and total amount 


100. 0 





= 
s 
~~ 


Sof Pro 


one 
cl rooconww 


s 


1 In contrast to the data of table B-1-A on the number of borrowing operations, the data shown in this 
table for the number of authorizations contain a considerable amount of duplicate reporting on bond issues 
in which more than 1 insurance company participated. This duplication occurs particularly in the higher 
loan categories, where a public utility obtains funds through a direct placement with a number of companies 


or through a public issue purchased by a number of life-insurance companies and many other investors. 


2 Less than 0.05 percent. 


TaBLe B-1—A.—Invesiments in public utility obligations by size of loan, number 
of borrowing operations,’ and amount authorized 


Total size of loan 


Under $50,000-___- 

$50,000 to $100,000. 

$100,000 to $250,000 

$250,000 to $1,000,000__.......--- 
$1,000,000 to $5,000,000 

$5,000,000 to $10,000,000 
$10,000,000 and over-_.-.....------ 


Under $50,000 

$50,000 to $100,000 ___.- 

$100,000 to $250,000 

$250,000 to $1,000,000. ___- 
$1,000,000 to $5,000,000 - - - dod 
$5,000,000 to $10,000,000- _ _ _ - 
$10,000,000 and over... ; 


ei cakbaw emis 





1953 


Amount 


274 

712 

3, 352 
26, 580 
91, 929 
126, 670 
896. 931 


j 


Num-| Amount | Num- 


ber ! 


1954 


ber ! 


1955 


1956 


Amount | Num-} Amount 


Amounts in thousands of dollars 


6 
25 
62 
64 
69 
30 
98 


1, 
8, 
27 
84, 
69, 


610, 098 


165 
485 
947 
444 
702 | 
498 


166 
544 

, 471 
440 
749 

32, 674 


ber 


6 
15 
49 
38 
46 
14 





hs 146, 448 


As percent of total nur 


1 
1 





17. 


9 
“ 


354 


7. 
8. 
9. § 
8. 


7.7 


802, 


(*) 


a 
é 


839 


237 


~ RO 
= Oe Re TOO 


— 








100.0 








S| 8e5SSan 


_ 


0 





1 The data represent the number of borrowing operations in which public utility concerns obtained loans 


from life-insurance companies through bonds. 


The statistics are based on a supplementary surve 


of the 


reporting companies, which adjusts the gross number of authorizations (shown in table B-1 taowt for 
duplicate reporting by 2 or more life-insurance companies purchasing part of the same bond issue. 


2 Less than 0.05 percent. 
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TABLE B-2.—Investments in public utility obligations by asset size of obligor, 
number of authorizations,’ and amount authorized 


| | ‘eRe 
1953 1954 | 1955 | 1956 
Asset size of obligor r Pear TTT a 
Num- 
ber ! 


| 
Num- | Amount | Num-/| Amount 


Amount | Num-| Amount 
ber! | ber ! 


ber ! 








Amounts ia thousands of dollars 














Under $1,000,000 | 33 69 12, 290 | 49 11, 556 | 35 5, 471 
$1,000,000 to $2,000,000_ _ _. 19 29 11,411 | 24 8, 144 | 22 7, 249 
$2,000,000 to $5,000,000 | 42 40 22, 581 | 28 17,350 | 38 | 21, 384 
$5,000,000 to $10,000,000. _ - | 40 | 54.| 35,606} 42] 23,540 | 94 19. 530 
$10,000,000 to $50,000,000. _ . | 177 ; 135 | 126, 096 94 | 77,478 111 73, 782 
$50,000,000 to $100,000,000_ _ _ - | 119 98, 6: 109 | 55,093 57 | 21,963 53 36, 864 
$100,000,090 to $500,000,000 | 504 612, 5: 475 416, 336 234 | 175,063 210 177, 028 
$500,000,000 and over_._-- ----| 193} 225,813 | 204 | 123, 426 160 | 147, 750 166 87, 629 

| bs i/o Sonali bids alicnnnsesl nentneninenesepeaiaii tnkdediieldh eid ldacsesatiale 

Total_.............-.-...--| 1,127 |1, 146,448 | 1,115 | 802, 830 688 | 482, 844 co 428, 937 

| a. =i | ~ ig pine ltd wm 

| 

| As percent of total number and total amount 

| 13) SD oath - x Sethi ne aeuiiegs 

| " “i a ean 
Under $1,000,000 : 2.9 0.4 6.2 1.5 is 5.3 | 1.3 
$1,000,000 to $2,000,000 ‘ 1.7 o}| 2a 1.4 3.5 3.3 1.7 
$2,000,000 to $5,000,000 3.7 13} 3.6 2.8 4.1 | 5.8 5.0 
$5,000,000 to $10,000,000 3.6 2.4 4.8 4.4 6.1 3.6 4.5 
$10,000,000 to $50,000,000__._- 15.7 13.3 | 12.1 15. 7 13.7 16.9 | 7.3 
$50,000,000 to $100,000,000- - . | 10.6 8. 6 9.8 6.9 8.3 8.0 | 8.6 
$100,000,000 to $500,000,000 | 44.7 53.5 | 42.6 51.9 34.0 36.3} 31.9 | 41.3 
$500,000,000 and over i7.1 19.7} 18.3 15.4 | 23.2 30.6 | 25.2 } 20. 4 

Total Dee | 100.0 100.0 | 100.0 100.0 | 100.0 100.0 | 100.0 | 100. 0 





! The data shown for the number of authorizations contain a considerable amount of duplicate reporting 
on bond issues in which more than 1 insurance company particiy sted either through a direct placement 
or a publicly offered bond issue. Consequently, the data on number of authorizations do nct accurately 
reflect the number of borrowing operations, from the business concerns’ standpoint, in which life-insurance 
companies provided funds, 


Taste B-3.—Investment in public utility obligations by size of loan, average 
amount authorized, and average interest rate 


1953 1954 1955 1956 


Total size of loan | | 
Average | Average | Average | Average | Average | Average | Average | Average 
amount rate amount | rate amount rate amount! rate 


Amounts in thousands of dollars 


Under $50,000 ise | 23 4,17 | 28 3. 94 | 28 4.60 | 29 | 4 56 
$50,000 to $100,000... | 65 4. 32 59 4.14 78 4.31 | 66 | 4. 86 
$100,000 to $250,000 oe 124 4. 26 144 3. 95 144 4 26 134 | 4. 35 
$250,000 to $1,000,000______- 345 4.47 363 4.13 389 4 22 | 387 4. 57 
$1,000,000 to $5,000,000 671 4. 25 | 618 3.72 | 554 | 3. 84 | 626 4. 52 
$5,000,000 to $10,000,000 E 624 3.89 570 3. 46 495 | 4.07 656 4.60 
$10,000,000 and over 1, 359 3.94 | 889 3. 61 923 3. 85 774 4. 23 

Grand average... .-__. 1,017 3. 97 720 3. 63 | 702 3. 89 651 4. 33 


08956—57— pt. 1——- 11 
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TaBLE B-4.—Investments in public utility obligations by asset size of obligor, 
average amount authorized, and average interest rate 


1953 


Asset size of obligor 
Average | Average | Average | Average | Average | Average | Average | Average 
amount rate amount rate amount rate amount rate 


Amounts in thousands of dollars 


178 
393 
565 
659 
934 
505 

76 
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Taste B-5.—Investments in public utility obligations by type of borrower, 
number of authorizations, and amount authorized 


1953 1954 1955 1956 


Type of borrower 
Num- | Amount | Num- | Amount | Num- | Amount | Num- | Amount 
ber ber ber ber 


Amounts in thousands of dollars 


Gas and gas pipelines 383, 355 
Water utilities 29,177 
Telephone 175, 399 
All other utilities 6, 223 


Electric utilities 552, 204 L | 





Electric utilities 

Gas and gas pipelines.......- 
WON Weeeets.. ..02<500200-2- 
Telephone 

All other utilities 


3 


TaBLE B-6.—Investments in public utility obligations by type of borrower, 
average amount authorized, and average interest rate 


1953 1955 1956 


Type of borrower 
Average | Average | Average | Average | Average | Average | Average | Average 
amount rate amount rate amount rate amount rate 


Amounts in thousands of dollars 


Electric utilities. .........-- 3. 

Gas and gas pipelines 4. 1, 222 ; 1, 737 
Water utilities 4. 3% 471 7 387 
Telephone. 3.8 337 : 355 
366 4.3 
3.9 


79 | 610 i 357 


26 


All other utilities 386 ; 720 
720 ; 702 | 





# | BRESS 
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‘TABLE B-7.—Investments in public utility obligations by size of loan and asset 
size of obligor authorized in 1953 


Asset size of obligor (in millions of dollars) 


Total size of loan 
Under $5 to | $10 to | $50 to 
Total $1 $1 to $2| $2to$d|} $10 $50 $100 


Amounts authorized in thousands of dollars 


Under $50,000 274 
$50,000 to $100,000... .. .. -- 712 sce se amna ob Stee 
,000 to $250,000. 3, 352 185 
$250,000 to $1,000,000 26, 580 5, 565 
$1,000,000 to $5,000,000-....| 91, 929 21, 372 
$5,000,000 to $10,000,000....| 126, 670 47 25, 790 | 71, 266 
$10,000,000 and over.......| 896, 931 c 67, 174 |533, 603 


27, 597 |152, 793 | 98, 630 |612, 536 


TasLe B-8.—Investments in public utility obligations by size of loan and asset 
size of obligor authorized in 1954 


Asset size of obligor (in millions of dollars) 


Total size of loan 


Under | $5to | $10 to | $50 to | $100to| $500 
$1 = to $2 | $2 to $5 $10 $50 $100 


$500 and 
over 


Amounts authorized in thousands of dollars 





Under $50,000 

$50,000 to $100,000. ___- 

$100,000 to $250,000 

$250,000 to $1,000,000 

$1,000,000 to $5,000,000 . 

$5,000,000 to $10,000,000... - , 498 a 10, 013 
$10,000,000 and over 


11,411 | 22,581 | 35,606 |126,096 | 55,093 |416, 336 


TasLe B-9.—Investments in public utility obligations by size of loan and asset 
size of obligor authorized in 1955 





Asset size of obligor (in millions of dollars) 


Total size of loan 
Under $10 to | $50 to | $100 to} $500 
Total $1 $1 to $2 | $2 to $5 $50 $100 $500 and 
over 


Amounts authorized in thousands of dollars 


Under $50,000 

$50,000 to $100,000 

$100,000 to $250,000 
$250,000 to $1,000,000 
$1,000,000 to $5,000,000. 
$5,000,000 to $10,000,000... 
$10,000,000 and over 


77, 478 | 21,963 |175, 063 | 147,750 
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Taste B-10.—Investments in public utility obligations by size of loan and asset 
size of obligor authorized in 1956 





Asset size of obligor (in millions of dollars) 


Total size of loan r | eee bk hale 
Under | | $5 to | $10 to | $50 to | $100 to} $500 
$1 | $1 to $2|$2to$5} $10 $50 $100 $500 and 


over 
\ 
—_—_——- 


Amounts authorized in thousands of dollars 





Under $50,000 
$50,000 to $100,000. 
$100,000 to $250,000 ; 3 
$250,000 to $1,000,000 3 | 4,514} 8,944] 1,050] 2,153 | 
$1,000,000 to $5,000,000 53, 1, 200 | 11,595 | 8,320 | 35,139 | 3,600) 2,500 
$5,000,000 to $10,000,000-_.. . 10, 160 | 21,764 | 8,403 | 2,330 | 
$10,000,000 and over : 14, 437 24, 841 |171, 643 | 








19, 530 73, 782 | 36, 864 (177,028 


Tas_e C-—1.—Morigage loans to business and industry, by size of loan, number 
of authorizations,’ and amount authorized 


1954 1955 


eee eet | 


Total size of loan ’ : | | -— 
Amount! Num- | Amount | Sam-| a Amount | Num- | Amount 

| ber 

' 


ber ber 
\ 


Amounts in thousands of dollars 

1 | a = aan j 1 

Under $25,000____. 1, 064 | 15, aod } 1,083 | 15, 825 1, 067 15, 343 934 | 13, 625 

$25,000 to $50,000 915 32, 153 | 970 | 34, 143 986 35, 066 1,010 | 36, 244 

$50,000 to $100,000... ___- 788 | 54, a0 898 61, 616 960 65, 732 | 1,047 72, O17 

$100,000 to $250,000. _._- 789 | 116, 893 | 063 | 145,561 | 1,065 163,810 | 1,111 171, 485 
275, 598, 


$250,000 to $1,000,000 371 | 163, 519 551 | 249, 506 616 272, 969 621 
$5,000,000 to $10,000,000 7 | 53,362 14 | 94, 000 | 25 163, 950 21 


139, 097 
$10,000,000 and over......-.-- 1 40, 000 4; 113,000 9 142, 000 | 
|—_————- —_——_—  - — — _ | ——__ 


127, , 300 
ists: 5.205 ci cu 4 OO | 749, 548 | 4, 659 | “1, 067, 697 rye 4, 903 | 1,191,151 | 4,96 | ‘1, 268, 761 





| 
| 
$1,000,000 to $5,000,000. . ..-- 135 | 272, 799 77 | 354, 046 175 332, 281 216 | 433, 395 


| 


As percent of total number and total amount 





a ] ] - — 
Under $25,000 23 | 21. 
$25,000 to $50,000 
$50,000 to $100,000 
$100,000 to $250,000__-_- | 
$250,000 to $1,000,000 
$1,000,000 to $5,000,000_____- 
$5,000,000 to. $19,000,000- _ ._. 
$10,000,000 and over 


1. 

20. 3. 20. 
19. 5 19. 
20. 21. 
11. 12. 
3. 3. 


5. 
13. 
23. 
33. 
a¢ 
10 


morc w 


Lae] 


> OO mt i OOO OH 


| =m OOM COCoe 


i 00 00 Go 5369 OO tO 


| one 
NS Sep 
nue ou fe OD 


No 
| cece 


' 
10.0 0 
100.0 | 100. 0 | 0 | . 100. 0 100.0 











j | 
i 


1 Since participation by 2 or more life-insurance companies in a single mortgage loan occurs rarely, if at 
all, these data on number of authorizations also reflect the number of borrowing operations in which busi- 
ness and industrial firms obtained mortgage loans from life-insurance lenders. 

2 Less than 0.05 percent. 
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TaBLE C-2.—Mortgage loans to business and industry,’ by asset size of obligor,» 
number of authorizations, and amount authorized 








1953 1954 | 1955 
Asset size of obligor : 





Number}Amount| Number|Amount| Number|Amount|/Number|Amount 
Amounts in thousands of dollars 


Under $25,000 21 1, 059 35 2, 672 18 1, 163 29 
$25,000 to $50,000 78 1, 752 87 2, 005 64 1, 849 67 
$50,000 to $100.000 212 6, 243 194 7, 084 162 7, 741 194 
$100,000 to $500,000 476 | 36,825 678 | 49, 358 630 | 44, 764 701 
$500,000 to $1,000,000-__-.-- 259 | 36,355 276 | 52,091 301 | 45, 598 417 73, 173 
$1,000,000 to $5,000,000 195 | 57,104 209 | 76, 843 241 | 85, 836 287 | 133, 150 
$5,000,000 and over. ....---- 113 | 82,673 157 | 114, 258 139 | 167, 248 147 | 167,741 


Total 1, 354 | 222, 011 1, 627 | 304, 311 1, 555 | 354, 199 1, 842 446, 114 





percent of total number and total amount 


Under $25,000. ............-. d 0. 2.2 0.9 
$25,000 to $50,000 ; , . } 5.3 .7 
$50,000 to $100,000 a 1 2. 11.9 2.3 
$100,000 to $500,000 we 35. 16. 41.7 16.2 
$500,000 to $1,000,000 9.1 | 16.4 | 17.0 17.1 
$1,000,000 to $5,000,000 | 4. 25. 2.3 25.3 
$5,000,000 and over--.-...--- .3 | 37.2 | 6 37.5 


S 


ww oats aw 


Total 0 | 100. | 0} 100.0 | 








1 Note that the total number and amounts of loans shown in this table do not correspond to the totals in 
table C-1, since available records allowed only a partial coverage for classification by asset size. Conse- 
quently, the distribution of loans by asset size cannot be considered representative. 


TasLeE C-—3.—Mortgage loans to business and industry, by size of loan, average 
amount authorized, and average interest rate 





1953 | 95 1955 1956 





Total size of loan | 
Average | Average | Average | Average | Average | Average | Average | Average 


amount | rate | exmoumnt rate | amount rate |amount| rate 


Amounts in thousands of dollars 


| i i 
Under $25,000 Bi ogi 15 | 12 | 14 | so 

$25,000 to $30,000 35 90 | 36 | 36 
$50,000 to $100,000 _......__-- 70 | 81 | 68 | 75 | 69 
$100,000 to $250,000 ; | 148 | 69 154 | 6 | 154 


15 


$250,000 to $1,000,000___......| 441 | 56 443 444 
$1,000,000 t» $5,000,000__ . | 2. 021 50 1, 899 | 2. 006 
$5,000,000 to $19,000,000 | 7,623 | 32 6, 558 6, 624 
$10,000,000 and over... 40, 000 50 15, 778 | | 15, 913 


lal al etal 


Grand average | 84 | . 62 229 | 4. 56 | 243 | . 6 55 | 
| 
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Taste C-4.—Morigage loans to business and industry, by asset size of obligor, 
average amount authorized, and average interest rate* 


1953 


















1954 1955 


Asset size of obligor 


| , 
Average | Average | Average | Average} Average 
rate amount rate amount rate 


Average 
amount 


Average | Average 
rate amount 














Amounts in thousands of dollars 








Under $25,000_......__.. 










Mond 50 4.53 76 4.58 65 4. 80 125 5.30 
$25,000 to $50,000......____- 22 4.77 23 4.93 29 4. 86 40 6.02 
$50,000 to $100,000__......___. 29 4.81 37 4.81 48 4. 76 42 5.06 
$100,000 to $500,000___- 77 4.76 73 4.74 71 4.77 82 4.98 
$500,000 to $1,000,000__....__- 140 4. 69 189 4. 56 151 4. 68 175 4.83 
$1,000,000 to $5,000,000___ __- 293 4. 66 384 4. 59 3°6 4. 62 464 4. 87 
$5,000,000 and over_.-._._._.- 732 4. 57 728 4. 51 1, 203 4. 66 1, 141 4.77 

Grand average_......_- 164 4. 65 187 4. 59 228 4, 67 242 4.85 


1 See footnote to table C-2 above. 


Taste C-5.—Mortgage loans to business and industry, by type of property, 
number of authorizations, and amount authorized 


1953 | 1954 1955 1956 


Type of property | | 
Num- |Amount) Num- 
ber ber 


Amount | Num- | Amount | Num- | Amount 
ber ber 





Amounts in thousands of dollars 

















Retail trade establishments 2, 215 386,214 | 2, 297 554, 436 
Hotels, garages, and 


276, 883 
i cs is 313 | 66, 265 303 119, 233 345 86, 621 
198, 322 





2, 141 511, 577 
























336 119, 959 

General office buildings... __ 403 i 519 282, 607 610 262, 853 671 338, 983 

Manufacturing plant_______ 407 85, 852 408 78, 188 437 78, 613 552 103, 864 
Transportation other than 

RE eicetnese oo alc linceescxioe 24 5, 331 31 5, 275 25 6, 120 28 7, 361 

SG de en pnechdanengned 985 | 116,895 | 1,183 196,180 | 1,189 202, 508 | 1, 240 187, 017 








eens trend miteiied 4, 070 749, 548 | 4,659 | 1,067,697 | 4,903 | 1,191,151 | 4,968 | 1, 268, 761 





As percent of total number and total amount 











| T ] ] 




















Retail trade establishments 47.6 36.9 | 47.5 36. 2 46.9 | 46.5 43.1 40.3 
Hotels, garages, and | | 
I leben s aaaiis-3-~ 7.7 8.8] 6.5] 8:14 shel 7.3 6.8 9.5 
General office buildings.....| 9.9 26.5 11.1 | %.5| 124 22.1 13.5 26.7 
Manufacturing plant___.__- 10.0 11.5 8.8 7.3 8.9 6.6 11.1 8.2 
Transportation other than | 
| E he PSER S ES 6 at Af 5 .5 5 -6 6 
— soe 4.2| 15.6| 25.4 18.4) 243] 17.0 | 24.9 | 14.7 
Total_...... naecaeie 100.0 100. 0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 100.0 










Ta! 


PROBLEMS OF SMALL-BUSINESS FINANCING 163 


TasLe C-6.—Mortgage loans to business and industry, by type of property, 
average amount authorized, and average interest rate 


1953 1954 1955 1956 


Type of property 
Average | Average | Average | Average | Average} Average | Average | Average 
amount rate amount rate amount rate amount rate 

! 


Amounts in thousands of dollars 


Retail trade establishments_- 143 
Hotels, garages, and theaters- 212 
General office buildings 492 
Manufacturing plant 211 

weepereten other than ot 


119 
184 | 





‘all Catal steletel 
Siks Saye 





TasLe C-7.—Mortgage loans to business and industry by size of loan and asset 
size of obligor authorized in 1953 





Asset size of obligor (in thousands of dollars) 


Size of loan | | 

Under | $25 to | $50 to | $100 to | $500 to | $1,000 | $5,000 
$25 $50 $100 $500 | $1,000 to and 

$5,000 | over 


Amounts authorized in thousands of dollars 


Under $25.000..............-.-.----.-| 4 | 1,203 | 1,996 
2,416 | 5, 105 

1, 719 | 10, 286 
815 | 11, 659 
4, 304 








1,059 | 1,752 | 6,243 | 36,825 


TABLE C-8.—Mortgage loans to business and industry by size of loan and asset 
size of obligor authorized in 1954 


Asset size of obligor (in thousands of dollars) 


Size of loan | 
Under | $25 to | $50 to | $100 to | $500 to | $1,000 
$25 $50 $100 $500 | $1,000 to 
| $5,000 
| 


Amounts authorized in thousands of dollars 


Under $25,000__......_.-. , 5, 497 340 997 | 1,442) 2,055 287 161 215 
$25,000 to $560,000... 13, 972 112 543 7, 867 1, 327 856 919 
$50,000 to $100,000_____ Ss 205 533 | 12,313 5, 398 2, 247 2,044 
$100,000 to $250,000____- M --| 48, 902 215 18,390 | 14, 300 8, 874 6, 344 
$250,000 to $1,000,000 heed intact ce th 8, 733 4,279 25, 420 14, 605 
$1,000,000 to $5,000,000 75, 116 Pee hs iguwuccst teu 32, 531 
$5,000,000 to $10,000,000_ _ _ - 36, 600 eobedelh aia tanned Reiners cones aaa ee 31, 600 
$10,000,000 and over 26, 000 | ’ Skbchiender 26, 000 











— |__| —____|___ a ene fabs 
Tetebs..... 304, ¢ é 2,008 | 7,084 | 49,358 | 52,091 | 76,843 | 114, 258 
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TABLE C-9.—Mortgage loans to business and industry by size of loan and asset 
size of obligor authorized in 1955 


Asset size of obligor (in thousands of dollars) 


‘eae 

| $100 to | $500 to | $1,000 | $5,000 
| $100 | $500 | $1,000 | | to | “and 
| $5,000 | over 


Size of loan | | 
| | Under | $25 to | $50 to 
) 


| ) 
| Total | $25 | $5 
| | 





Amounts authorized in thousands of dollars 


| 

Under $25,000 __.__-. empty ned 4,089 | 127 477 944 | 1,960 | 336 | 30 | 65 
$25,000 to $50,000 __- : --.-| 18,899 179 | 650 | 2,303 | 6,881 | 1,886] 734 | 1,266 
$50,000 to $100,000 __.......___._.._..} 28, 492 57 | 434 1,729 | 12,141 | 4,915 | 2,840] 1,376 
$100,000 to $250,000 Fin-n<s) Oy Sls 288 | 1,790 | 18,282 | 16,711 | 12,592 | 4,950 
$250,000 to $1,000,000 bienionm ocala Cae 800 975 | 5,500 | 20,400 | 36,720 | 10,361 
$1,000,000 to $5,000,000. ...._.........| 64, 575 1,350 | 32,820 | 30, 405 
$5,000,000 to $10,000,000. ....-.____.__] 36,825 | | | 36, 825 
$10,000,000 and over_...____.____.____} 82,000 | 82, 000 
— — . ee — _ - |— —_ ee ee 

a i 354,199 | 1,163 | 1,849 | 7,741 | 44,764 | 45,598 | 85,836 | 167,248 


<a Senne os ce a ; | i os { oA “% 


TABLE C-10.—Mortgage loans to business and industry by size of loan and asset 
size of obligor authorized in 1956 


Asset size of obligor (in thousands of dollars) 


Size of loan | 
| Under | $25 to | $50 to | $100 to | $500 to | $1,000 | $5,000 
Total $25 $50 | $100 | $500 | $1,000} to | and 
$5,000 | over 





| Amounts authorized in thousands of dollars 





Under $25,000 ‘te ae is} 4,998 127 460 | 997 | 1,967 | 








| 

5 105 86 

$25,000 to $50,000 _____- ; aie Bas 16, 222 431 828 2,352 | 8,046 (29 | 1, 184 656 
$50,000 t> $100,000. ___ Be this gad | 28, 648 340 | 736 | 3,010 | 12,590 | 6,793 | 4,290 889 
$100,000 t> $250,000__.....______. .-..| 65, 154 300 | 630 1.460 | 21.810 | 22.991 | 111 676 6, 287 
$250,000 to $1,000,000____.______ Saints 98, 861 725 281 10,160 | 26, 678 41, 37 19, 646 
$1,000,000 t> $5,000,000. ......________}133, 854 1, 700 | 3,100 | 13,600 | 52,774 | 62, 680 
$5,000,000 to $10,000,000_..........___- | 57, 447 | | 11, 750 45, 697 
$10,000,000 and Over_..........-.....- | 41, 800 10,000 | 31,800 
Total dbdtthnemivehanakinsda tare 3, 623 2, 654 8,100 | 57,673 | 73,173 |133,150 | 167, 74] 





1 
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TECHNICAL APPENDIX 


The survey of life-insurance loans to business and industry, covering the years 
1953 through 1956, was designed to obtain information on the pattern of life- 
insurance loans to business and industrial concerns. The life-insurance com- 
panies were requested to provide statistics on their authorizations to invest in 
business and industrial bonds, public-utility bonds, and business and industrial 
mortgages. The statistics covered number of authorizations, amount authorized, 
and average interest rates. The data were classified as to total size of loan, 
type of borrower, and asset-size of obligor. 

This appendix will provide detailed descriptions of the methods and defini- 
tions used in the survey, the technical problems posed by the questionnaire, 
the difficulties encountered by the responding life-insurance companies, and the 
limitations of the aggregate statistics in this report. 


COVERAGE 


The survey covered 67 life-insurance companies with combined assets of almost 
$74 billion, accounting for approximately 77 percent of the total assets of all 
United States life-insurance companies at the end of 1956. 


DEFINITIONS OF BUSINESS AND INDUSTRIAL LOANS 


For the purpose of this survey, business and industry was defined in accord- 
ance with the industrial classification system used by the United States Gov- 
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ernment. Thus, the survey covered authorizations to manufacturing concerns, 
service concerns, wholesale and retail trade firms, finance companies, public 
utilities, and miscellaneous business and industrial companies.’ 

As indicated in the texc of the report, lfe-msurance investments are highly 
diversified and life-insurance companies accommodate the financial needs of 
many varied economic groups. In determining which loans should be considered 
business and industrial loans, it was fairly easy to eliminate certain types of 
investments made by life-insurance companies. For example, loans to govern- 
mental bodies such as the Federal Government or States and municipalities 
were clearly not business loans and were therefore omitted from the question- 
naire. However, mm soiwe tustances it was a tictie more dilficuit to draw the line 
between business and nonbusiness investments. In approaching the problem 
of the borderline cases, it was decided to follow the traditional definitions set 
forth in the classification manual cited above, rather than adopting a broader 
concept of business anu industry. The results of this decision and the specific 
problems involved in each of the borderline cases will be discussed in greater 
detail in the sections which follow. 


RESIDENTIAL MORTGAGE LOANS 


A primary question of classification which arose in connection with the survey 
of business aud industrial louns centered on the authorization for residential 
mortgage loans. ln segregating louns to cousumers from loans to business and 
industrial enterprises, it was obvious that home mortgages with private fami- 
lies did not constitute business loans. On the other hand, mortgage loans to 
builders of large-scale developments or loans to real-estate firms might be con- 
sidered business loans under a broad interpretation of the term. 

Following the narrow definition of business and industry adopted in this 
survey, all residential mortgage loans were excluded from the mortgage portion 
of the report. According to traditional theory, housing is part of the consumer 
sector of the economy. In line with this approach, the nature of the property 
used us collateral for the mortgage wus the determining fuctor rather than the 
type of person or firm taking out the mortgage. Regardless of the position of 
the mortgagor, whether a private individual, a builder, or a real-estate firm, if 
the mortgage was backed by housing, it was omitted from the report.’ 


RAILROAD SECURITIES 


It is clear that railroads represent just as important a segment of the busi- 
ness community as the public utilities, which were included in the survey. The 
decision to omit the railroads stemmed from a desire to mininize the workload 
placed on the reporting life-insurance companies. The two major breakdowns 
requested in this survey were the asset-size of obligor and the total size of 
loan. Since it is generally acknowledged that railroad corporations are typi- 
eally of lurge asset size and their borrowing Operations involve large dollar 
amounts, it was not felt necessary to burden the companies with a request for 
statistics on loans to railroads. 


LEASEBACKS AND OTHER REAL ESTATE 


In developing the report form, the question of purchase-leasebacks came up. 
Although these investments are not strictly loans, they do represent funds 
which the life-insurance companies make available to business and industrial 
firuis. However, these investinents are not easily segregated from direct in- 
vestments in real estate by the life-insurance companies, and as a result, all 
real-estate investments were excluded from the survey. 


CONTINENTAL UNITED STATES 


It should be noted that the questionnaire was limited to the continental 
United States. Canadian and other foreign business firms were excluded from 
the statistics, as were firms domiciled in Alaska and Hawaii. 


1A more complete itemization of the specific types of firms included in these categories 
is presented in the sections of the appendix entitled “Classification by Type of Borrowing” 
and “Classification by Type of Property.” 

? Thus, a Mortgage loan to a real-estate firm on an apartment house would be excluded 
from the statistics while a mortgage loan to the same firm backed by business and indus- 
trial property would be included in the report. 
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DISTINCTION BETWEEN TOTAL SIZE OF LOAN AND AMOUNTS AUTHORIZED 


The categories on size of loan refer to the total amount of borrowing under- 
taken by the obligor at the time of the transaction, while the amounts authorized 
refer to the amounts for which the reporting life insurance companies have com- 
mitted themselves. For example, a bond issue of $8 million would be recorded 
on the line $5 million to $10 million even though the reporting life insurance 
companies may have taken only $2 million of these securities. If a particular 
life company took $500,000 of this issue, that company listed $500,000 in the 
column for amounts authorized on the line which corresponded with the total 
size of issue of $5 million to $10 million. 


AMOUNTS AUTHORIZED 


The data recorded for amounts authorized refer to the sums approved by the 
finance committee of the life-insurance company. 

In an attempt to derive the most accurate information on the funds actually 
authorized to the business community during the period surveyed, the amounts 
authorized were adjusted for subsequent cancellations. If a loan for $500,000 
was authorized in 1954 but $50,000 was canceled in 1956, this transaction was 
considered a net authorization of $450,000 in 1954 and was recorded as such on 
the appropriate line for that year. 

Since the survey was designed to show the new funds provided to the capital 
market by life-insurance companies, authorizations to acquire previously out- 
standing bonds were excluded from the data. 

No distinction was made as to the method by which a new loan was ar- 
ranged; authorizations for direct placements and public issues were combined 
in the bond statistics. 

It should be noted that the amounts authorized represent par values rather 
than cost figures. Statistics based on cost would have reflected somewhat more 
accurately the actual amounts which the life-insurance companies made available 
to the business community. However, cost figures would have placed a serious 
burden on the reporting companies, and it was felt that the disparity between 
cost and par was not sufficiently wide to warrant the additional time and 
expense.* 

AUTHORIZATION VERSUS DISBURSEMENTS 


Data were requested on the basis of authorizations during each year in order 
to reflect more closely the current state of the capital market in the period in 
which investment decisions became final. In the case of direct placements in- 
volving a forward commitment, the terms of the loan such as interest rate, call 
provisions, etc., are set at the time the commitment is made. The takedown 
of the commitment, or actual disbursal of funds, may not occur for several 
months or even several years. Consequently, the acquisition data may reflect 
conditions which existed in the capital market at an earlier period. Because 
of the timelag between the date of authorization and the time of disbursement, 
the authorization data are more representaive of present conditions in the 
capital market than are the disbursement figures. Therefore, the companies 
were requested to supply information concerning their authorizations rather 
than their disbursements. 


MORTGAGE DATA PARTIALLY ON A DISBURSEMENT BASIS 


In a number of cases, the mortgage data were not available on an authoriza- 
tion basis. Since mortgages are less frequently acquired through the commit- 
ment process than are bonds, it was felt that the mortgage satistics would 
not be distorted too seriously if the authorization figures included some dis- 
bursements. The reporting companies were told that, if they could not pro- 
vide information on mortgage authorizations but could furnish statistics on 
mortgage disbursements, they would be permitted to use the latter method pro- 


*One company calculated that the present questionnaire entailed an expense of $1,287 
for the mortgage portion alone. This company wrote, “Much of the information requested 
was not on our puncheard. Therefore, many hours of labor have been expended in comply- 
ing with the requests made. This is particularly true of the section dealing with mortgage 
loans to business and industry. We kept track of the time involved and 429 hours were 
expended on this section alone. Using cost factors of $3 per hour results in a cost of 
$1,287 for this section.” 
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vided they indicated that this alternative basis had been employed. Of the 67 
life-insurance companies participating in this survey, 9 companies reported 
mortgage disbursements instead of mortgage authorizations. These 9 com- 
panies accounted for 39 percent of the total assets of all the reporting com- 
panies. 

NUMBER OF AUTHORIZATIONS 


The date on number of authorizations as collected in the original survey did 
not reflect the number of borrowing operations from the standpoint of business 
concerns. As explained in thhe section of the appendix headed “Distinction be- 
tween Total Size of Loan and Amounts Authorized,” each company participating 
in an investment listed the authorization in its report. Due to the prevalence of 
issues in which several life companies participated, there was a great deal 
of duplication in the number of loans recorded. In an attempt to discover the 
actual number of borrowing operations in which life-insurance companies had 
provided funds during the period covered, a supplementary survey was con- 
ducted. 


NUMBER OF BORROWING OPERATIONS 


The data on the number of borrowing operations involving business and indus- 
trial bonds and public-utility issues was obtained in the following manner: A 
list of public offerings of public-utility bonds and business and industrial bonds 
during the years 1953-56 was prepared. The reporting companies were asked to 
go through this list and check off each and every offering in which they had 
purchased some securities. In addition 10 of the companies most active in the 
field of direct placements provided data on their direct placements during the 
years 1953-56, indicating the number of life-insurance companies which had par- 
ticipated with them in these direct placements. From these lists it was possible 
to obtain information on the total number of authorizaions by life-insurance 
companies in each loan category (comparable with the original unadjusted data 
on the number of loans), together with the number of borrowing operations in 
the same loan category (represented by the number of security flotations in 
which life-insurance companies had participated). 

From this supplementary data a ratio of authorizations to borrowing opera- 
tions was computed for each loan category, and applied to the corresponding loan 
category of the original survey. In this manner, the original report on the gross 
number of loan authorizations has been adjusted for duplicate reporting on the 
same borrowing operations in order to arrive at the number of borrowing opera- 
tions in which life-insurance companies provided funds to business and industrial 
firms and to public utilities. Adjusted data are given in tables A-1—A and 
B-1-A of the survey report. 

It was not necessary to revise the data on number of authorizations for mort- 
gage loans to business and industry. In the case of business and industrial 
mortgage loans the problem of duplicate reporting does not arise, since partici- 
pation by more than one investor in a mortgage loan occurs rarely if at all. 


AVERAGE INTEREST RATE 


The average interest rate was computed as the arithmetic average of interest 
rates charged on the loans recorded in each cell of the report, weighted by the 
amount authorized at each rate. For example, if a cell contained only 2 loans, 
of which 1 was for $2 million at 4 percent and 1 was for $3 million at 4% 
percent, the proper entry for these transactions was an average interest rate of 
4.30 percent. The average interest rates were recorded to the nearest basis 
point. 

Average interest rates were based on gross contract rates rather than net 
yields after expenses, and therefore approximate the interest costs to the bor- 
rower rather than the net yield to the investor. 


ASSET SIZE OF OBLIGOR 


The classifications in this section should refer to the total assets of the obligor 
as of the last available financial statement before financing. However, the com- 
panies encountered many difficulties in completing this portion of the report and 
it was necessary to make a number of exceptions in the way in which the data on 
asset size of obligor were compiled. 
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One exception centered on newly formed companies with only nominal assets. 
Loans to newly formed companies are sometimes based on leases or long-term 
contracts with the borrower’s customers which guarantee future earning power, 
The size of the loan frequently exceeded the total assets of the obligor before 
borrowing; therefore the companies were instructed to base the asset-size classi- 
fication for new firms on a pro forma financial statement after financing. None- 
theless. it is likely that a few companies based their reports on the asset size of 
the obligor prior to financing, but it was not possible to determine the extent to 
which this was done. 


It should be noted that in a number of cases the pro forma statement also 
included simultaneous equity financing. 


LOANS SECURED BY LONG-TERM LEASES 






The reporting companies encountered another problem when a long-term lease 
represented the major security for a loan. In most of these cases the assets of 
the borrowing firm were comparatively small while the assets of the principal 
tenant were substantial. This was particularly true of loans involving office 
buildings or gasoline stations. In such cases the borrower was frequently an 
individual who owned no assets other than the property indicated, but the major 
tenant was generally a nationally known concern with millions of dollars of 
assets (i. e., Standard Oil Co. of America). As might be expected, in these 
instances the records of the life-insurance company often cited the asset size 
of the tenant rather than that of the borrower. Since the companies reported 
the best information available to them, the statistics on asset size of obligor 
included data pertaining to tenants as well as borrowers. 

In view of the mixed nature of the data on asset size of borrower, the figures 
Should be interpreted with a great deal of caution. It is evident that the substi- 
tution of the assets of the larger sized tenant for the smaller sized borrower 
ereates an upward bias in the figures and causes considerable understatement of 
the number and amount of loans made to small business by life-insurance com- 
panies during the period covered in the survey. 




















ASSET SIZE OF OBLIGOR FOR MORTGAGE LOANS 


Since mortgage loans are secured by real property, the asset size of the obligor 
‘for the mortgage loan is of less concern to the life-insurance company making 
the loan, and in many cases company records did not include this information 
at all. The companies participating in the survey were therefore told that the’ 
mortgage tables on asset size of obligor might be omitted from the reports sent 
to the LIAA if the pertinent statistics were unavailable. The problem was ap- 
parently widespread and only 32 life-insurance companies, representing 38 percent 
of the total assets of all of the reporting companies, were able to supply some 
information on the asset size of obligor for mortgage loans. It should be noted 
that even these 32 companies were not always able to provide this information for 
all of their mortgage loans. Since only partial information was available re- 
garding asset size of obligor for mortgage loans, the distribution of mortgage 
loans by asset size presented in table C-2 cannot be considered representative. 











CLASSIFICATION BY TYPE OF BORROWING 


Difficulties were frequently encountered by the reporting companies in attempt- 
ing to classify the type of borrower, particularly if one firm engaged in several 
lines of business. In those instances the reporting companies were told to 
classify the borrower according to the principal lines of business. In order to 
help the companies group the borrowing concerns into the relevant categories, 
the following definitions were prepared on the basis of the classifications used by 
the United States Government as published in the Industrial Classification 
Manual. 

“Service” establishments were designed as those primarily engaged in ren- 
dering services to individuals and business concerns. Examples are lodging 
‘places, establishments providing personal business, repair and amusement serv- 
‘ices, establishments providing medical, engineering, and other personal services, 
and other miscellaneous service establishments. 

“Finance companies” include sales finance companies, personal loan com- 
panies, and commercial finance companies. Since the rollover of short-term 
loans to finance companies would produce an enormous amount of duplication, 
authorizations for temporary investment in the short-term discount notes of 
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finance companies were excluded. However, the long-term issues of these com- 
panies were included in the report. , 

“Transportation other than rail” consists of all concerns other than railroads 
engaged in transporting objects as well as persons. Firms included in this 
group were airplane, train, boat companies, freight-car companies, and oil pipe- 
line concerns. 

The “all other” category includes miscellaneous business and industrial con- 
cerns such as mining concerns and establishments engaged in contract construc- 
tion. Real-estate firms which own property used for business and industrial 
purposes were also included here. However, the exclusion of residential mort- 
gage loans from the survey resulted in the exclusion from this category of loans 
to real-estate firms for apartment houses. 


CLASSIFICATION BY TYPE OF PROPERTY 


The classification by type of property in the mortgage portion of the report 
also presented numerous difficulties to the reporting companies. The same cri- 
teria were used in this section as in the section on type of borrower, in that the 
companies were told to classify the borrower according to the principal type of 
property owned. 

The classification “other” types of property included loans on _ hospitals, 
schools, and churches since it was not possible to separate such loans on miscel- 
laneous business property. Although the report did not cover farm-mortgage 
loans, a few business loans were secured by farm property and were therefore 
included in this category. 

When a lease represented the major security for a loan the type of prop- 
erty was also classified according to the principal property owned by the 
tenant if the section on asset size of borrower referred to the assets of the 
principal tenant rather than that of the borrower. : 

Life-insurance companies included in the survey of loans to business and in- 
dustry companies approached by Representative Wright Patman: Bankers Life 
Co., Des Moines, Iowa; the Equitable Life Assurance Society of the United 
States, New York, N. Y.; Jefferson Standard Life Insurance Co., Greensboro, 
N. C.; Metropolitan Life Insurance Co., New York, N. Y.; the Mutual Life 
Insurance Company of New York, New York, N. Y.; New England Mutual Life 


Insurance Co., Boston, Mass.; New York Life Insurance Co., New York, N. Y.; 
the Northwestern Mutual Life Insurance Co., Milwaukee, Wis.; Pacific Mutual 
Life Insurance Co., Los Angeles, Calif.; the Prudential Insurance Company 
of America, Newark, N. J. 

Other companies participating in the survey: Acacia Mutual Life Insurance 
Co., Washington, D. C.; American United Life Insurance Co., Indianapolis, 
Ind.; Atlantic Life Insurance Co., Richmond, Va.; Bankers Life Insurance 
Company of Nebraska, Lincoln, Nebr.; Bankers National Life Insurance Co., 
Montclair, N. J.; Berkshire Life Insurance Co., Pittsfield, Mass.; Business Men’s 
Assurance Company of America, Kansas City, Mo.; California-Western States 
Life Insurance Co., Sacramento, Calif.; Central Life Assurance Co., Des Moines, 
Iowa; the Colonial Life Insurance Company of America, East Orange, N. J.; 
Commonwealth Life Insurance Co., Louisville, Ky.; Connecticut General Life 
Insurance Co., Hartford, Conn.; the Connecticut Mutual Life Insurance Co., 
Hartford, Conn.; Continental American Life Insurance Co., Wilmington, Del. ; 
Equitable Life Insurance Co., Washington, D. C.; Equitable Life Insurance 
Company of Iowa, Des Moines, Iowa; Farmers and Traders Life Insurance Co., 
Syracuse, N. Y.; Federal Life Insurance Co., Chicago, Ill.; the Fidelity Mutual 
Life Insurance Co., Philadelphia, Pa.; Guaranty Mutual Life Co., Omaha, Nebr. ; 
General American Life Insurance Co., St. Louis, Mo.: the Guardian Life In- 
surance Company of America, New York, N. Y.; Gulf Life Insurance Co., Jack- 
sonville, Fla.; Home Life Insurance Co., New York, N. Y.; Indianapolis Life 
Insurance Co., Indianapolis, Ind.; Kansas City Life Insurance Co., Kansas City, 
Mo.; Liberty National Life Insurance Co., Birmingham, Ala.: Life Insurancé 
Company of Georgia, Atlanta, Ga.; Life Insurance Company of Virginia, Rich; 
mond, Va.; the Lincoln National Life Insurance Co., Fort Wayne, Ind.: Massa- 
chusetts Mutual Life Insurance Co., Springfield, Mass.; the Minnesota Mutual 
Life Insurance Co., St. Paul, Minn.; Monarch Life Insurance Co., Springfield, 
Mass.; the Mutual Benefit Life Insurance Co., Newark, N. J.: the National 
Life & Accident Insurance Co., Nashville, Tenn.; National Life Insurance Co., 
Montpelier, Vt.; Nationwide Life Insurance Co., Columbus, Ohio; North Ameri- 
can Life & Casualty Co., Minneapolis, Minn. ; Northwestern National Life Insur- 
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ance Co., Minneapolis, Minn.; Occidental Life Insurance Company of California, 
Los Angeles, Calif.; the Ohio National Life Insurance Co., Cincinnati, Ohio; 
the Old Line Life Insurance Company of America, Milwaukee, Wis.; Pan- 
American Life Insurance Co., New Orleans, La.; the Penn Mutual Life Insur- 
ance Co., Philadelphia, Pa.; Provident Life & Accident Insurance Co., Chatta- 
nooga, Tenn.; Provident Mutual Life Insurance Company of Philadelphia, 
Philadelphia, Pa.; Phoenix Mutual Life Insurance Co., Hartford, Conn.; Se- 
curity Mutual Life Insurance Co., Binghamton, N. Y.; the Security Mutual Life 
Insurance Co., Lincoln, Nebr.; Shenandoah Life Insurance Co., Roanoke, Va.; 
State Mutual Life Assurance Company of Worcester, Worcester, Mass.; State 
Farm Life Insurance Co., Bloomington, Ill.; United Benefit Life Insurance Co., 
Omaha, Nebr.; the Union Central Life Insurance Co., Cincinnati, Ohio; West 
Coast Life Insurance Co., San Francisco, Calif.; Western Life Insurance Co., 
Helena, Mont.; Wisconsin National Life Insurance Co., Oshkosh, Wis. 

Mr. Evins. Mr. O’Leary, I followed your statement with interest. 
There are lots of details that I know that the staff and the committee 
will want to ask questions on. 

Myself, I was impressed at the number of small loans made by your 
insurance companies, that they have been on the increase during the 
past 2 years. That indicates to me the type of money that is not avail- 
able to banks and therefore it is interesting to know that small busi- 
ness is going to have such funds made available from the insurance 
industry. 

Now, coming to the interest proposition, I am going to ask you— 
and of course you would have to fill in with figures to do a good job— 
but is it not the general picture that since interest rates for small iiaes 
are on the increase, perhaps interest rates for the bigger loans are 
only now on the decline or less? 

Mr. O’Leary. We do not think that you could make that generali- 
zation, sir. Certainly I would not feel able to make that generaliza- 
tion. 

It was a surprising thing to me, frankly, to get these figures on 
interest rates, I would have thought that the small-business concerns 
would have experienced the same increase in interest rates as the 
larger concerns. 

do not fully understand the explanation. All I have tried to do 
is to report the facts that were given to us by 67 life insurance com- 
panies and this is the composite picture. 

I do not think that there is any basis of fact and no reason for me 
to believe that at the present time we are seeing a further increase in 
the rates with small loans and a decrease in rates on large loans. 

I think that if as the result of recent changes in the capital market 
there is a softening in interest rates, I do not see why that softening 
would not be disturbed fairly evenly over the whole picture. 

Mr. Evins. You point out in your statement that the processing and 
handling of small loans is more expensive and involved more work, 
and that was one of the reasons that the rates were higher. 

And I think also it is the practice in commercial banks, if they are 
making a long term large loan, that the interest rate is generally lower 
than when they are making a number of small loans. 

Mr. O'Leary. I think I see your point a little better now. 

I think I would say this. In a period in which capital funds have 

nerally been less easy to get, the pressure on availability of capital 
Funds seems to have created a situation where the rate increases in the 
small-business loans have not been as sharp as it has been on the larger 
loans. It is quite conceivable that the lag, as things have gotten 
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tighter, might work somewhat in the reverse as credit eases. There 
may be something in the cost structure of these loans. 

I would like to defer this question to either or both of my asso- 
ciates. There may be something in the administrative cost of these 
smaller loans that would tend to make them a little stickier both when 
interest rates are going up and also when they are going down. I 
think that is a very good question to ask my colleagues. I will ask 
Mr. Slichter if he will comment on it. 

Mr. Suicuter. Off the record. 

(Discussion off the record.) 

Mr. Suicuter. Back on the record. 

On the interest-rate factor, of course, the rates in the area of loans 
to small business vary very little from year to year; they fluctuate 
from 5, 514, to 6 percent and drop from 5% to 5. 

Rates on large loans which are floated in the market through sales 
to thousands of investors are much more sensitive and the large loans 
would be the first to move down if there is a decline in the interest 
rates. 

As to the pattern of interest rates, that is a pattern of a highly com- 
petitive market all the way through. You see, it is the easiest mer- 
chandise to sell—the main merchandise, of course, and it goes into 
competition most vigorously. 

Mr. O’Lrary. Thank you. Mr. Conklin? 

Mr. Conxiin. I would agree with that. The fact is that in the 
small-business loan you have the element or condition of the cost of 
money, the interest rate, and you have the expense factor and that 
does not vary very much, but the interest-rate factor does vary and if 
you have easier money, generally you should have a tendency for the 
easier money to benefit the interest-rate factor, which is generally 
greater in the larger amounts, so that if easier money would benefit 
the larger corporation more, on the reverse side if it gets tighter it 
would tend to hit the larger corporations more. 

Mr. Evins. Another general observation, and then I shall yield, in 
just a moment. 

There might be certain areas in which the general pattern does not 
prevail and that would have a tendency to bring down the overall. 

I think from my own observations and from the testimony that 
the conclusion could be drawn that the interest rates for small loans 
are higher. Another generalization might be that the insurance 
companies, or in fact all people, and let us say especially in the smaller 
categories, that their loans have been decidedly on the increase in the 
past year. 

In other words, the insurance companies are more and more getting 
heavily into the mortgage market loans. 

Mr. O’Leary. I think the figures on mortgage loans to business and 
industry clearly show that in this particular period, 1953 through 
1956, there has been a sharp increase in mortgage loans to business 
and industry. 

It has been a period in which the mortgage lending operations of 
companies have tended to shift somewhat from the residential side to 
business loans. There are good reasons for that but the highly sig- 
nificant point is that, as you know, 80 percent of the mortgage loans 
to business, by number were in amounts of less than $250,000 and 
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there were large percentages in amounts below that. We show that 
in this report. 


Now, as to small business, we have to make some sort of assump- 
tion so as to implicitly define what is a small-business loan and we 
have chosen that $250,000 interval in our discussions here simply 
because as I understand it that is the limit that the Small Business 
Administration can go to, and that is the only reason we selected that. 

We tried to give enough details on the smaller loan categories so as 
to provide you with the information you wanted. 

Mr. Evins. Yes, and we certainly do thank you very much for the 
fine work that you have done. 

I believe that Mr. MacIntyre has omitted one other document. 

Mr. MacIntyre. Yes. It has been brought to my attention, a 
statement entitled “Forward Investment Commitments of Life In- 
surance Companies, Month Ended March 31, 1957”——— 

Mr. O’Leary. Yes; that is right. 

Mr. MacIntyre. As showing commitments outstanding of approxi- 
mately $4 billion; do you recall that ? 

Mr. O'Leary. Yes, and we would be glad to submit that for the 
record. 

Mr. MacInryre. I would like to have that received in the record 
as part of his presentation. 

Mr. Evins. Yes. 

(Statement referred to is as follows :) 


ForwWaArp INVESTMENT COMMITMENTS OF LIFE INSURANCE COMPANIES, MONTH 
ENDED MArcH 31, 1957 


Compiled by the investment research staff, Life Insurance Association of 
America 


The forward-investment commitments of life-insurance companies continued 
to decrease slightly in March, and at the end of the month the index number 
stood at 129 compared with 133 at the beginning of the year. (See table 8, 
p. 177.) In dollar amounts, total outstanding commitments fell from $4.3 
billion on December 81, 1956, to $4.2 billion on March 31, 1957, a decline of 
approximately $100 million. 

In the past, outstanding commitments have generally risen in the first quarter 
of the year. In order to understand the counterseasonal downturn this year, 
discussions were held with several of the reporting companies. According to 
the companies contacted, the current deciine in forward commitments is pri- 
marily based upon a downward revision in the cash flow expected to be avail- 
able for investment in 1957. It was emphasized that the fizures should nct be 
interpreted as reflecting an easing in the demand for loanable funds. 

Life-insurance companies try to relate the level of commitments outstand'ng 
at the beginning of the year to the cash flow expected for the year. As the 
companies advance in asset size, the estimated cash flow generally rises above 
the level of the previous year, permitting a comparable grewth in the level of 
forward commitments. 

In previous years, the volume of commitments drawn down as acqui‘it'ons 
jumped sharply in the final weeks of the year, but the companies rebuilt their 
commitment position in subsequent months. As new commitments exceeded 
takedowns during the first quarter, total outstanding commitments moved 
upward toward the higher level permitted by the new cash-flow estimate. 

In 1956, life-company assets exh bited a slackened rate of growth and mort- 
gage repayments ran at a lower level than in prior years. As’a result, the 
actual cash flow for 1956 was somewhat below the estimate made at the begin- 
ning of the vear. As might be exnected. the companies reduced the estimete of 
eash flow expected for 1957, thereby lowering the level of forward commit- 
ments which might be maintained during the vear. ‘'n consequence, although 
total commitments declined seasonally at the end of 1956, dropping from $4.7 
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billion on November 30 to $4.3 billion on December 31, outstanding commit- 
ments continued to decline during the early months of 1957. 

From January through March of 1957, total takedowns exceeded total new 
commitments. Thus, first-quarter new commitments equaled $1.3 billion, while 
takedowns aggregated $1.5 billion. Of the total amount of commitments taken 
down during the quarter, $1.4 billion, or over 90 percent, were acquisitions, 
while commitments canceled during the quarter accounted for less than 10 
percent of the total. 


TABLE 1.—Forward-investment commitments of life-insurance companies—Month 
ended Mar. 31, 1957 


[Millions of doliars] 





| } 
New com- | Commit- | Outstanding commitments ex- 
mitments | ments out- pected to be taken down 
made standing within— 
| during the | atendof | 
| month | month 
| 


$413. 4 
IEEE SEO on dicho ccs aiateddacenesntubennst 191. 2, 110.3 | 182. 4 


Total commitments. -..-- 


$440. 4 $4, 201.7 


| 
| 
\-———!2} 
| 


: il odecinmenaed 
Business and industrial bonds | 128. 3 | 6 117.6 
Public-utility bonds---.---.... podabo«! 36.7 | 167.8 37.7 
Railroad bonds- a : 4. 32.8 7.2 
St te, municipal, and local securitie } 8. 34.8 10.0 
All other securities. ....... eeu 12 84.4 9.9 


Real property and mortgage loans, total. 249.0 | 2, 091.3 231.0 


Business and industrial mortgages._.--.._-.~- | 6 | 906. 3 92.6 
Rel pro ‘erty for lease or rental. ....--.-- 30. 335. 5 19. 4 

“en ot 12.3 1.9 
Farm mortgages. ; sei 9.0 | 71.3 18.8 
3 
5 
7 


No. farm residential mortgages... alka 34. 765.9 98, 
HA insured_....--.-..1.. 2 28. 122.5 14. 

VA guaranteed 2 otarnndel 9.3 | 193.2 | 22. 

Conventional........-... ‘ j. 450. 2 61.2 





1 
7 
7 





Nore.—The column ‘‘New commitments made during the month” includes only those commitments 
made during the month and still outstanding at the end of the month. Components may not add to totals 
due to roundiig. Dats are for 65 life insurance companies representing approximately 67 percent of the 
tots] assets of all United States life companies. 

Source: Compiled by the Life Insurance Association of America, 


98956—57—pt. 112 
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TasBLeE 2.—Forward commitments of life-insurance companies for business and 
industrial bonds—Month ended Mar. 31, 1957 


[Millions of dollars] 





New com- | Commit- | Outstanding commitments ex. 

mitments | ments out- pected to be taken down 
made standing within— 

during the | at end of 





























month month 
1 month | 2months | 6 months 
Total bonds, notes, and debentures of busi- 
ness and industrial concerns... ---_-...--- 128.3 1, 790. 6 | 117.6 211.1 722.4 
Manufacturing, total___....................___.- 77.6 1, 136.3 | 66. 9 | 132.0 521.4 
Iron and steel..._........-- uals. 14.2 86.6 | 8 | 5.0 33.6 
ORONO cc ncnc Sase nd sehuse cece .8 195. 2 1.5 20.1 91.7 
i aoh iccatahimon nde sabbewdhodnsonenhe 13.7 215.4 19. 4 22. 6 65.4 
INS cos Sate ee ne eunscecein 2.2 136. 5 1.2 2.8 134.0 
oe a eneee 6.6 123.5 5.7 6.7 30.0 
Food, liquor, and tobacco-_-----_..-...-.-.--.-- 2.3 75.4 2.0 12.5 21.3 
Textiles, apparel, and leather___.__......._--- 14.3 23.7 3.3 4.7 11.5 
Petroleum and coal. _-.-........----- oe 6.2 57.0 1.3 10.9 34.0 
Chemicals and rubber - - _ __---- a ee i 3 15.6 4.9 7.2 9.5 
ee alc 17.1 207.4 26.9 39. 4 90.5 
—— j seco fa 
Trade, wholesale and retail__._..._.........._..-- 1.6 | 43.5 5.7 | 8.5 17.4 
BD I 8 aio een cube oncecedicdeus 2.5 41.0 14.3 17.4 31.4 
pS EE ee ener nee 46.7 569. 8 30.6 53.3 152.3 








Note.—The column ‘“‘“New commitments made during the month’’ includes only those commitments 
made during the month and still outstanding at the end of the month. Components may not add to totals 
due torounding. Data are for 65 life-insurance companies representing approximately 67 percent of the total 
assets of all United States life-insurance companies. 

Source: Compiled by the Life Insurance Association of America. 


TasLe 3.—Forward commitments of life-insurance companies for business and 
industrial mortgages—Month ended Mar. 31, 1957 
[Millions of dollars] 








New com- | Commit- | Outstanding commitments 
mitments | ments out- expected to be taken down 
made dur- | standing within— 

ing the at end of ; 























month month | | 

1 month 2 months | 6 months 

AL Se iatahie = — | eins 

Total real-estate mortgage loans to busi- | | 

ness and industrial concerns --_--------- $54. 6 $906. 3 $92. 6 $160. 6 $560. 8 
Loans in amounts of $100,000 and over, total____.| 46.9 $64.4; 862] 149.1 3) 
Manufacturing. -.......---- en 3.8 | 41.8 1.9 4.0 21.0 
_ Oa en be ant 17.4 | 360. 7 30.1 55.9 223.4 
No. pnenieninentrodctonkmenaneiaeal 10.2 10.0 10.0 10.0 
All other. ._- ‘sd iaentidliasieaah quianendnare palbaeats 25.7 451.6 44.1 79.2 273.9 
Loans in amounts less than $100,000_ __.......-.-- mat “2.7 fi 41.9 r 6.4 a 11.4 32.5 








Norte.—The column “New commitments made during the month” includes only those commitments 
made during the month and still outstanding at the end of the month. Components may not add to totals 
due torounding. Data are for 65 life-insurance companies representing approximately 67 percent of the total 
assets of all United States life-insurance companies. 

Source: Compiled by the Life Insurance Association of America, 
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TABLE 4.—Forward investment commitments of life-insurance companies—M onth 
ended Mar. 31, 1957 


[Millions of dollars] 


Acquisitions from commit- 
Commit- ments— 
ments 
canceled | — 
during the | Outstanding | Made during 
month at the start the month 
of the month 


Total commitments bs ; 469.9 


Securities, total . 196.0 


_ 
= 
© 
a 


Business 6m industrial bends... .................2.0--se0- 
Public-utility bonds ‘ 

Railroad bonds 

State, municipal, and local securities 

All other securities 


Real property and mortgage loans, total....----- 


paps 


#8 
3 


wnueo — _ 
Nena | Otro | OC] Onon 


Business and industrial mortgages 
Real property for lease or rental 
Home office buildings 

Farm mortgages 

Nonfarm residential mortgages 


FHA insured 
VA guaranteed _._- 
* Conventional 


~ 
oa 


oe 
8 | Beso 


Rage | Bee 
“3100 b> “100 


_ 
“109 
NN 


1 Under $50 million. 


Note.—Data are for 65 life-insurance companies representing approximately 67 percent of the total 
assets of all United States life-insurance companies. Components may not add to totals due to rounding. 
‘Compiled by the Life Insurance Association of America. 


Taste 5.—Forward commitments of life-insurance companies for business and 
industrial bonds—Month ended Mar. 31, 1957 


[Millions of dollars] 


Acquisitions from commit- 
Commit- ments— 
ments 
canceled 
during the | Outstanding | Made during 
month at the start the month 
of the month 


Total bonds, notes, and debentures of business and in- 
dustrial concerns..........-.-- 1 eateaiterivesnumntinnaite 





Manufacturing, total 


BEE CE Gib occu cescntaacsccane 

II Se co cca 

UG ahi ils cli at wnlkic ce teen celled bie ianebss 
DTI tisk eis scat inse welsh cecal imionsemal 
COGN GRRMITT ONO s isica ics said dic aks cess seuciun 
Food, liquor, and tobacco...........-...- ad Mente tobe ated 
Textiles, apparel, and leather. ................-...- dttinlowes 
ORSUONER TENE CORR) okn os occa ccctcieas suclicsweunisss costes 
Chemical and rubber 

Other manufacturing 








‘Trade, wholesale and retail 
Finance companies... .....-.-..-- 
All other industry 


Note.—Data are for 65 life-insurance companies representing approximately 67 percent of the total assets 
of all United States life-insurance companies. Components may not add to totals.due to rounding. Com- 
piled by the Life Insurance Association of America. 
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TABLE 6.—Forward commitments of life-insurance companies for business and 
industrial mortyages—Month ended Mar. 31, 1957 


[Millions of dollars] 


; Acquisitions from commit- 
Commit- | ments— 
ments 
canceled | 
during the | Outstanding | Made during 
month at the start the month 
of the month 


Total real estate mortgage loans to business and indus- 
trial concerns - -- 


Loans in amounts of $100,000 and over, total 


Manufacturing 
Trade pudeee 
Finance companies 
All other 





Loans in amounts less than $100,000 














Note.— Data are for 65 life-insurance companies representing approximately 67 percent of the total assets 
of all United States life-insurance companies. Components may not add to totals due to rounding. Com- 
piled by the Life Insurance Association of America. 


TABLE 7.—Outstanding commitments of life-insurance companies—Month ended 
Mar. 31, 1957 


[Millions of dollars] 


Current | Previous Previous 
month month | year 


Total commitments...._.._- iad ee eee | , 201. 7 | 4, 281. 2 | 
Securities, total , . 3} 2, 130.3 | 1, 375.5 
Business and industrial bonds: __..._- puenitanes oa 90.6 | 1, 826 & | 1, 154.9 
Puvmoutiiity bonds.................-s.-.- cia ‘ 17.8 | 158 6 | 165 8 
Railroad bonds . : = se [oes 32. 36.9 19 4 
State, municipal, and local securities : oa 34. 32. 6 | 35.4 

All other securities-_._.-..- iain j ‘ 4. 75. 5 | 


Real property and mortgage loans, total _ -- i a 4 2, 150. 8 


Business and industrial mortgages Sat La 950. 4 | 
Real property for lease or rental__-- sapiianneal 35. 5 | 321.9 | 
Home Office buildings_.._......- | 2.3 14.2 
Farm mortgages De Rita clicin : 

Nonfarm residential mortgage2s- --. 


FHA insured 
VA guaranteed 
Conventional. --_- 


1 Not available, 


Note.—The statistics for the previous year are not strictly comparable with the later data. In the 
earlier reports U.S. Government s°curitics were excluded from the statistics, Canadian provincial securities 
were reported under ‘‘State, municipal, and local securities.’’ while foreign corporate issucs and the notes 
and debentures of eleemosynary institutions were reported under ‘‘business and industrial bonds.”’ In 
the later reports these issues were all included under ‘‘all other securities.’ Components may not add to 
totals due to rounding. Data are for companies representing approximately 67 percent of the total assets 
of ail United States life companics. Compiled by the Life Insurance Association of America, 
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TABLE 8.—Outstanding commitments of life-insurance companies (index 
numbers) 


1956 


’ 
Sept. | Oct. | Nov. | Dee. | Jan. Feb, | Mar. 





Total commitments 138 139 139 | 133 133 | 131 129 


ieee! cers ios oid ie eee 34) 180) 164] 178) 177 175 


Business and industrial bonds_.._.......--- 214 f 251 k 239 236 232 
Public-utility bonds-__...._.- » ace ; 53 { 57 5s 65 67 70 
Railroad bonds... fhe | ea 34 34 29 5é 52 46 
State, municipal, and local securities. . ‘ ‘ 30 é 26 ¢ 7 25 26 
ee ONE NNO. = on, aetcnnccuenntobune dail () ) 75 14: 168 


Real property and mortgage loans, total.............| 128 

Business and industrial mortgages_...........-. 312 230 219 
Real pronerty for lease or rental. _...-. 211 203 22¢ 235 246 
Home office buildings. -_-- sost ; dia (1) ¢ 96 71 
Farm mortgages... ciate al ‘ 74 ¢ g 80 73 
Nonfarm residential mortgages... ....._._- zi 70 38 5s 51 50 





FHA insured pakbeedatacet ; 23 | 3 21 | 18 19 
VA guaranteed........-....-_.. 64 f 0 | ! 36 31 
SR oa hain dh beet Rinacenekanree }¢ 139 139 














1 Not available. 


Note.—The base period for each item is Apri! 1951 (=100). Compiled by the Life Insurance Association 
of America. 


TABLE 9.—New commitments of life-insurance companies—Month ended 
Mar. 31, 1957 


{Millions of dollars] 


Current | Previous Previous 
month | month | year 


| 


Total commitments......-.--- cals deca 440, 401.5 | 639.3 


Securities, total.....................-- ae eee 191. 4 | 155. 
Business and industrial bonds. - ._-.---- ; ‘ 128. ¢ 

Public-utility bonds. ---.- ‘ eeeene ; 36.7 | 

Railroad honds. . : 5 

State, municipal, and local securities_. 

All other securities... 


Real property and mortgage loans, total 


Business and industrial mortgages. - - 
Real property for lease or rental 
Home office buildings. _.....--- 

Farm rrortgages- - . eel 
Nonfarm residential mortgages__._- 


FHA tnsured. 
VA guaranteed _. 
Conventional 


1 Not available. 


Note.—The statistics for the previous year are not strictly comparable with the later data. In the 
earlier reports U. S. Governn ent securities were excluded from the statistics, Canadian provincial securi- 
tics were reported under “State, municipal and local securities,’’ while foreign corporate issues and the 
notes and debentures of elcer osynary institutions were reported under ‘‘business and industrial bonds.” 
In the later reports these issues were all included under ‘“‘all other securities.””» Components ray not add 
to totais due to rounding. Data are for corr panies representing approximately 67 percent of the total 
assets of all United States life companies. Compiled by the Life Insurance Association of America. 


Mr. Evins. Any questions, Mr. Multer? 
Mr. Mutter. Mr. Chairman, I am agreeably surprised at the re- 
sults of the survey and very happy to note the very fine cooperation 


with this committee. I want to congratulate you and the life- 
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insurance company industry for doing such a fine job, as I know all 
my colleagues do, for such a fine job in providing this material. 

And I am also pleased to learn that you are doing such a good job, 
as indicated here, of lending to the business communities of the 
country. 

I would like te ask you this, Mr. O’Leary: Are there any States— 
I assume that the life-insurance companies can make loans to in- 
vestors only according to the State laws wherever they may be operat- 
ing, is that right? 

Mr. O’Lzary. That is right. 

Mr. Moutrer. Are there any States that prohibit insurance com- 
panies from making business loans? 

Mr. O’Lxary. There are none. There is specifically an area of per- 
missive legislation. 

However, I should qualify that by saying this, that all of the State 
laws very strictly define what is an eligible business loan and I think 
it is on that particular requirement that there are some important 
considerations. 

Mr. Muurer. Yes. Now, generally speaking are those restrictions 
the same throughout the country ? 

Mr. O'Leary. I think that there is a good deal of—well, it falls 
into a pattern but there are some rather important variations through- 
out the country. 

I would say that the State of New York historically over a period 
of time has, you might say, set the pattern throughout the country 
with its life-insurance laws, investment laws, and if you are seeking 
the place to learn the greatest amount about what affects life-insurane 
investments in regard to State laws, I think that probably the place 
to take a look at is the State of New York. 

Mr. Mutter. Could you for the record give us very generally the . 
limitations and restrictions upon business loans, limiting it to New 
York State, as I assume the pattern follows that more or less closely 
as you say ? 

Mr. O’Lzary. Well, I am not as authoritative on this as I would 
like to be. 

However, the limitations are such that the life-insurance lender— 
it is required that there be a record of earnings. I believe it is for 
5 years, that there be a record of earnings power of the corporation. 

Now, this is a very important consideration because what it means 
is that life-insurance companies doing business in New York are not 
able to invest their funds in new business that do not have, because 
they have not been established over a period of time, a record of earn- 
ing power. 

y attention is called to the fact that there is a section in our re- 
port in which we covered this and perhaps the most effective way to 
answer you is to simply to read that language in the report. It is at 
the top of page 3 

Mr. Mutter. May I ask you, just so we need not take the time 
reading it, that is part of the record, then? I just want to make sure 
that information is in the record. 

Mr. O’Lzary. Yes. 

Mr. Mourter. You did say a moment ago, you used the term “cor- 
porations” in referring to these life-insurance business loans. Now, 
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under the law is it limited, are those loans limited to a corporate 
borrower or is it any borrower? Could it be an individual borrower? 

Mr. O’Lxary. I would like to defer your question to Mr. Conklin 
and get his view on this. 

I believe that the New York law does require that the borrower be 
incorporated. However, the business concern would not be ruled 
out of being eligible for a loan because you could obtain a loan as a 
mortgage loan. That provision relates only to investments taking 
the form of securities and the borrower could make a mortgage loan 
regardless of whether he was or was not incorporated. Is that cor- 
rect ? 

Mr. Conxuin. I would say 

Mr. Motrer. In other words, the corporate borrower gets the loan 
without security and the individual borrower must give security, is 
that it? 

Mr. O’Leary. That is, I think, a general expression—I think it is 
important for this committee to keep in mind that throughout the 
country there is a network of State laws governing what life-in- 
surance companies do. 

Over the years the life-insurance companies themselves have 
found some of these State limitations at times to be restrictive. 

For example, for a good period of years, life-insurance companies 
were unable to purchase common stock and gradually that limitation 
is being mnie 

But those are in the public interest. The life-insurance companies 
are trustees of the funds of over 110 million policyholders in this 
country and in their trustee relationship it is entirely proper, and 
I am sure that the Congress would want it this way, to hats an im- 
portant framework of legislation regulating life-insurance invest- 
ments. 

It is perfectly true that in the State laws there are limitations 
which are somewhat in conflict with the wishes of this particular 
committee, what you desire in regard to funds being made available 
to small business, but it is a very complicated framework with which 
we deal and I think the State laws are entirely praiseworthy and in 
the public interest and that they are being administered by civil 
servants who are very qualified and who are very conscientious and 
who do their very best to see that the State laws are not being cir- 
cumvented. 

Mr. Motrer. Well, when talking about common stock being proper 
for investment by insurance companies you do limit that, however, 
to common stock of corporations that are selling their stock on the 
exchanges, listed on the American Stock or the New York Stock 
Exchange ? 

Mr. O’Leary. It is corporate stock that is listed stock on a na- 
tional securities exchange. 

Mr. Murer. And the restrictions upon those are gradually being 
removed ? 

Mr. O'Leary. Yes. 

Mr. Mourer. Today, the smaller corporations who have stocks that 
are not listed could not come in and offer stock as security, that would 
not be within the meaning of these investment laws? 
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Mr. O’Lxary. I think I might say this, that in many of the States, 
realizing that some of the legislation may be restrictive, there has been 
in recent years a development of interest in this, that is, a number 
of States have passed what is known as basket provisions in which 
the legislation states that the life-insurance company may put up 
to a given percentage of their assets into something otherwise not per- 
mitted under the law. 

For example, earlier today reference was made to the development 
corporations. I believe that in the case of the Massachusetts cor- 
poration, for example, that the law does not specifically permit, I 
think, investing in those securities probably is carried out under a 
basket provision. If you had a life-insurance company domiciled in 
the State of Oklahoma, let us say, which did not care whether it did 
any life-insurance business in the State of New York—and I am not 
absolutely sure of the facts but take that case just for example, it 
could be quite conceivable that the State of Oklahoma might have 
a basket clause which would permit life-insurance companies there 
to take an unincorporated business concern and make an equity invest- 
ment. In other words, the thing that is fascinating to me in the 
life-insurance business is the wide variety of practices followed in 
investment policies and that. is geared to the State laws. 

I think I would like to have Mr. Slichter, who is working every day 
in the investment market, respond to that. 

Mr. Siicnter. My company is domiciled in Wisconsin and we are 
subject, of course, to the Wisconsin investment law. We do business 
selling insurance in the 48 States and that means we must comply 
substantially with the investment laws of each one of those States. 

Now, they have a catch-all provision, a basket provision that permits 
us to invest up to 5 percent of our assets in investments not otherwise 
specified by the Wisconsin statute and under that provision, although 
the Wisconsin statute does not specifically permit us to invest in com- 
mon stock, we obviously can, to a very minor degree. 

I might add that all life-insurance companies that sell in the 
New York market—in New York State—must of course substantially 
comply and I will say that an important market such as that has 
a very direct effect of compliance with the New York investment 
statute, 

Mr. Mctrer. Is it safe to say that with the exception of this so- 
called basket provision that may exist in some of the States, with 
that exception, of such changes of the laws, in those States having 
development corporations, insurance companies cannot make risk or 
equity loans to the average businessman or to the small corporation! 

Mr. Suicuter. That is substantially correct. 

Mr. Motrer. Would you have any recommendations to give to this 
committee as to whether or not that policy be extended to the life-in- 
surance companies either in a general or a limited way ? 

Mr. O’Lxary. It is so difficult to sense the feeling within the life- 
insurance business, I feel there would be a variety of opinion on that. 
so it would be rather unsafe for me, in the sense that I could be very 
easily wrong, to try to generalize that. 

I would think that you see in the efforts of life-insurance com- 
panies to obtain amendments in the various laws, a recognition on 
their part that the life-insurance business has some obligation to ad- 
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just its investment. practices to meet the needs of the economy as it 
goes along, and there have been any number of revisions in the New 
York law which have been. carefully studied by the insurance com- 
munity and the legislature, and when the need for it was seen it has 
been approved. I think it has been in the public interest and it has 
been looked over very carefully. 

Mr. Murer. Would you say, without saying how the need should 
be filled, that there is a need for risk and equity capital for small 
business ? 

Mr. O'Leary. I would say in answer to that, we have sat here, 
the three of us, today listening to this disc vussion and natur ally we 
have ideas ourselves on this, but when we came down here to testify 
it was under the clear understanding that I had with Mr. Mac- 
Intyre that the reason we were invited was to highlight the survey. 
And so, if we were to become involved in a discussion on capital banks 
and things like that, perhaps it might not be appropriate now al- 
though it might be when you have hearings later, say early next year, 
and if you have groups of life-insurance people, then we could dis- 
cuss some of those policy questions. But now our function is simply 
to give you the facts growing out of this survey and I think it would 
be more appropriate if we did not try to go into these other policy 
considerations. 

Mr. Murer. I am in agreement with you and I appreciate your 
position and in view of the statement you have just made I think that 
my question should be withdrawn. Thank you. 

Mr. Evins. Mr. Hill? 

Mr. Titt,. No questions. 

Mr. Evtns, Mr. Steed? 

Mr. Streep. Just one question, Mr. O’Leary. I think you have done 
a wonderful job here and I think it might be helpful if you would 
add a comment as to the nature of the time element of these loans. 
Is there any pattern in the industry as to the number of months or 
years that most of these loans involve; are they of short or long dur- 
ation, generally ? 

Mr. O'Leary. I could s say generally they are long-term loans but 
I think that the two men with me actually, because they are on the 
firing line, are the more desirable to comment on that question. 

Mr. Sreep. And also, if there is any difference in the time element, 
in which category the most of them fall ? 

Mr. Conxttn. I can answer your question in a very general way. 
Generally, life-insurance companies are not interested in short-term 
loans and they discourage them. The average loan maturity would 
be in excess of 10 years. 

Ten years is considered as rather a minimum for maturity of a loan 
and the period in general business loans would be 10, 15, 20, 25 years. 

As to any ev aluation of times, naturally investment policy looks 
at what the level of interest rates is. If the interest rate level is very, 
very low, and if the life-insurance investment men feel that it is too 
low, they would tend to look more favorably upon a shorter term loan. 
If those interest rates are higher, then they would be more interested 
in long-term loans. 

Mr. Sticuter. I might just elaborate on that. 

Of course, there are very important economic factors that determine 
the term of the loan. 
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Basically the life-insurance lenders prefer long-term loans, as Mr, 
Conklin has pointed out. 

Now, let me illustrate that with the natural gas distribution system 
in Wisconsin. In that instance we would like to get our money back 
in 15 years because natural gas might not be available to them beyond 
that time. 

On the other hand, in the case of a small independent telephone com- 
pany next door, we would want 25 years. So the tendency is to get the 
loan for as long a time as the economic factors seem to justify. 

Mr. Conxu1n. In other words, not longer than economical. 

Mr. Evrns. Any questions, Mr. Brown ? 

Mr. Brown. Yes. Ihave read your report and your very valuable 
information and I notice that you omitted leaseback purchases. 

Mr. O’Lxary. That is right. 

Mr. Brown. And your definition of leaseback, is that, let us say, a 
building that is built for a specific purpose and leased back to a frm 
for that purpose # 

Mr. O’Leary. That is usually, I think, the way it works. 

Let me say this, that the life-insurance company in purchasing a 
piece of property and leasing it back is rather anxious that it not be 
a single-purpose piece of property. In other words, they are more 
likely to do it on a warehouse, for example, that could have a number 
of uses. 

But we did not include the purchase leaseback deals because, frankly, 
the request put to us was for information on loans to business and in- 
dustry and these figures we have submitted do not have anything 
thrown in them that has not been asked for. 

Now, if you would like to have us supplement this information in 
a8 way by giving, say, leaseback information, we would certainly try 
to do so. 

Mr. Brown. Mr. O’Leary, I did not pick at one omission. You 
know, you can prepare 500 pages and there will always be 1 page that 
somebody wishes. 

Mr. Sticuter. May I elaborate? The leaseback arrangement is a 
very flexible and useful arrangement in helping business in many 
areas. 

Let me illustrate that. It not only involves real estate, buildings, 
warehouses and so forth, but my own company has purchased lease- 
back barges going out of St. Louis down the Mississippi River to a 
very small barge operator and we expect to get our money back in 15 
years and get a pretty good return because he is a good operator and 
we think he is a good risk. Incidentally, that is special-purchase 
property, it is moving sulfur from the Delta country. 

You are aware of the fact I think that the insurance companies 
have purchased and leased transportation equipment of various cate- 
gories, automobiles, railroad cars. 

My own company happens to be on the shores of the Great Lakes 
and we think that we can be helpful through the economy of the 
Great Lakes area by purchasing and leasing back to responsible 
operators, bulk carriers. 

Mr. Brown. The reason I brought it up is this. One of the biggest 
single twists that I have seen in small business in the retail field is 
the leaseback operation being available to the chain firm, you know, 
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the nationwide operation; but it is not available in too many instances 
to the local operator. Let me just spell it out and then I want your 
comments on it. 

For example, if a young man wants to go into the oil business— 
and we found out in our oil-distribution hearings that the independent 
unbranded operator has quite a future in this country but he has real 
difficulty in obtaining money to build the capital improvements neces- 
sary, whereas if one of the major oil companies acquires an option 
on a piece of property in a choice location, they have very little diffi- 
culty in obtaining capital. 

Now, have the life-insurance people participated to a greater extent 
in such operations, providing capital improvements for major 
companies ? 

Mr. Suicuter. My own company has such arrangements with large 
oil companies and we also provide purchase leaseback with small 
operations, filling-station operators. 

We have also provided purchase leaseback arrangements to volun- 
tary associations such as the IGA, the Independent Grocers Associa- 
tion, both for their own outlets and for warehouses. 

It just gets down to the fundamental basis of all capital when you 
are making a loan, small, big, or any kind of business—the manage- 
ment must be good, that is all. 

Mr. Brown. I am not criticizing life-insurance people because it 
might not be their field, I realize that security investment is your 
principal concern, but would you say that the percentage of life- 
insurance-company loans, I mean provisions of capital improvements 
or leaseback, might run about the same way for small business as 
large business, as loans run ¢ 

Mr. O’Leary. How do you feel about that? 

Mr. Conxu1n. I would not know exactly but I would rather doubt 
that they would. I think that probably the lease form might be 
more used in larger firms. 

There is a definite reason for this. The lease form depends on 
the type of property and if it is the type of property which has 
widespread use, well located, there should be no reason why large or 
small makes much difference; but if you get into the specialized or 
less merchandizable piece of real estate, then the credit of the lessee 
is the important determinant in it, because in the event of a bankrupt- 
cy, there is completely different treatment of a lease obligation than 
there is of a direct loan—it is inferior. 

So, where you have a risk, where possibly you might get a bank- 
ruptcy, the less attractive the form would be and of course the smaller 
the corporation, the greater the risk of bankrupicy. 

Mr. Brown. May I interpret that answer, and I suspected it from 
reading the way this report turns out, that the small concern who 
cannot be classified as a blue-chip risk could not really expect too 
much help from the life-insurance people for leaseback arrange- 
ments any more than on loans because it is just not your field? Is 
that the answer? Am I interpreting correctly ¢ 

Mr. O’Leary. I think it might be desirable to get on the record one 
thing I emphasize—that it takes a lot of horses to make a horse race 
and if you get half a dozen officers of a company together you will 
find different ideas and I think that is healthy. Now, I don’t know 
if Mr. Slichter has different thoughts on this. 
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Mr. Sticurer. I can comment that the number of leasebacks to 
companies having assets of $250,000 and under is smaller than these 
leasebacks to companies over that. 

I would also like to comment that of course the total number of 
leasebacks and the total dollars involved are limited by law. That 
is a relatively small category as far as our loan capacity. 

Mr. Brown. I would like to make one observation—and I really 
appreciate what you said. I notice that in your total that you sup- 
plied you show that the increase in 1956 over 1955 in loans to busi- 
ness and industry represented a 14.3 percent increase; that is smaller 
than the increase of 1955 over 1954 and 1954 over 1953. 

Do you think that is just happenstance or do you think that in 1956 
that the life-insurance companies felt that maybe there might be 
some danger of overexpansion ? 

Mr. O'Leary. I think that is just the way the statistics worked 
out. I don’t believe there is the slightest evidence of any change 
of a policy sort among the companies. 

And I say, there are so many pressures on the life-insurance com- 
panies and so many avenues in which they invest their funds that 
figures like that could have been affected by any number of things 
and I think it is purely accidental. 

Mr, Rrown. Thank von very much. 

Mr. Evtns. Mr. Seely-Brown ? 

Mr. See.y-Brown. Thank you. 

As T understand vonr report, statistically the number of loans un- 
der $25,000 and $250,000 was increased ? 

Mr. O’Leary. That is right. 

Mr. Seety-Brown. Over the period that you made those records 
for, do you have any comment as to why there has been that increase? 
Is it because of the fact that the companies have been more interested in 
recent years in getting into that field or is it greater demand of the 
economy or what ? 

Mr. O’Leary. I would like to have my colleagues answer that; I am 
not sure. 

Mr. Conxurn. I don’t think that there has been any striking change 
in policy; no. I think it was the fact that there was a demand there 
and this is the response to that demand. 

I do not think it is any policy change of which I am aware—but I 
do not know. 

Mr. Sreiy-Brown. What I am trying to find out, has the number 
of requests from small business increased by the same amount that 
your loans have increased ? 

Mr. Conxurin. Well, I would say that the requests from everybody 
have increased tremendously and this is a reflection of a greatly in- 
creased demand for credit generally, small business, large business, 
everybody is wanting more money and this is basically a reflection of 
the general increase in demand, I think. 

Mr. Srety-Brown. And do you agree? 

Mr. Suicnter. I agree, increasing demand. 

Mr. See.y-Brown. Thank you, that isall. 

Mr. Fytns. Do any other members of the committee have any 
questions ? 

Mr. Mctrerr. If IT could ask: Have insurance companies turned 
down loans because of lack of money ? 
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Mr. O’Leary. I think I can answer categorically by saying, “Yes, we 
have.” The demand on life-insurance companies for funds is just 
enormous and there is really a shortage of funds. 

The funds that life-insurance companies have to invest are different 
from the funds of the commercial banks. The life-insurance funds are 
the savings of the American people. They are limited to the savings 
of the American people and the experience of the last several] years has 
been, generally speaking, that the demand has been enormous. 

I think you could say quite fairly that the insurance companies 
have had to do their best to ration their funds to this long line of people 
trying to get funds. 

Mr. Evins. I believe that counsel has some questions. 

Mr. MacIntyre. Only 1 or 2 questions. 

The tabulations in your survey which have been received, some are 
entitled, “Investment in Business and Industrial Bonds,” and others 
are entitled, “Mortgage Loans”—are we correct in our understanding 
that all of those that are involved in the tabulations entitled “Invest- 
ment in Business and Industrial Bonds,” are therefore not mortgage 
loans but debentures ? 

Mr. O’Leary. They are not mortgage loans but they are—I don’t 
know whether you could call them debentures. 

‘The particular instrument which is evidence of the loan in some 
cases might be called a note and it might be called debenture, it might 
becalleda variety of things—— 

Mr. MacIntyre. But not secured by a mortgage ? 

Mr. O'Leary. Isthata fact ? 

Mr. Conxutn. No; the distinction between corporate loans to a cor- 
poration and a mortgage loan which does not have any corporate ob- 
ligation, the cor porate “loan may be an unsecured loan or it may be 
secured by a mortgage on property, either one, but the mortgage loan 
to the individual -or corporation or whatever would not be a cor- 
porate note. 

Mr. O’Leary. In other words, maybe this is the way—some of these 
loans that are in the borrowing category are secured, such as the 
mortgage is secured 

Mr. MacInryre. You mean secured by mortgage ? 

Mr. Conxirn. It could be secured by mortgage. There are two 
categories: one is mortgage bonds and the other debenture bonds, 
unsecured. 

Mr. MacIntyre. Could you give us a breakdown then of the in- 
vestment in industrial bonds as between secured and unsecured ? 

Mr. O’Leary, I think that could be obtained but it would have 
to be done by going back to the companies and asking them for that. 

Mr. MacIntyre. I would like to talk to you about that. 

Now, this increase you have just told the Members about in the 
number of loans made from $25,000 to $250,000, that increase has taken 
part, for the most part, in mortgage loans; is that right? 

Mr. O’Leary. That is true. 

Mr, MacInryre. That is all. 

Mr. Evins, Thank you, gentlemen, very much tor your fine testi- 
‘mony and your very great cooperation w ith the committee. 

The committee is now going to hear Mr. Burger, another witness 
scheduled for today, and then we will follow by ‘adjourning until 10 
o'clock tomorrow morning. We expect to hear Secretary of the 
Treasury Anderson tomorrow morning. 
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TESTIMONY OF GEORGE J. BURGER, VICE PRESIDENT, NATIONAL 
FEDERATION OF INDEPENDENT BUSINESS, WASHINGTON, D. C. 


Mr. Evins. Mr. Burger, will you come around? The committee 
is always glad to hear you. We know that you are a strong advocate 
for small business and we welcome your testimony. It is a little late 
and we are going to let you proceed as you wish; you can either sum- 
marize or put it in the record, 

Mr. Burcer. Well, sir, I have been here since half past 9 this morn- 
ing. I know it has been a trying day for the members of the commit- 
tee. I think my testimony is going to be a little bit different and my 
regret is that all the members are not here. 

Mr. Evrns. Well, your testimony will be available to all the mem- 


rs. 

Mr. Burcer. I will read it. It is only ashort statement. 

Mr. Evtns. Proceed. 

Mr. Buerer. I am George J. Burger, vice president in charge of 
legislative activities, National Federation of Independent Business, 
Washington, D.C. 

We understand you want to find out how well private lenders are 
serving small business, and to get a clearer picture of how top-level 
Federal money policy is affecting small-business loans. 

In the beginning, we want to make a few points clear: In our opera- 
tions we do not speak for independent businessmen. Our whole aim 
is to encourage them to speak for themselves. We make this possible 
through mandate ballots which they vote, and which they send to 
you—their Congressmen. We believe that no one can speak with 
eevee authority on independent business than independents them- 
selves. 

We haven’t polled our members on either of the questions you raise. 
Because of this, we can’t speak directly on them. But there a few 
points we’d like to cover. 

First, we would like to offer to help you get the information you 
want straight from the horse’s mouth, and it is our suggestion that the 
committee prepare a questionnaire on these matters. We offered to 
address this questionnaire to our 100,000-man nationwide independent 
business and professional man membership, with responses to go di- 
rectly back to your committee staff. This would be your guaranty 
that you would be all but sitting in the offices of small-business men 
across the country, discussing these problems direct with them. 
Frankly, we can think of no better way for you to get the information 
you need in your studies. 

Second, we’re polling our members right now on the question “Are 
a for or against Government’s tight-money policy which restricts 

ank loans and increases interest rates?” Here, for your information, 
are copies of the mandate that carries this question. The returns 
should have a bearing on the points you raise. They should be in the 
hands of Congressmen within a few weeks. We'll be happy to tell 
you how this poll has gone at that time. 

Third, small business votes on mandate polls on issues touching on 
financing and the records of cases involving individual assistance to 
members by our Washington, D. C., office can be of help to you. 
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But right here let me make one point clear: I will make certain ob- 
servations from time to time in the following. These observations 
will be strictly my own. I will try to base them as far as I can on 
what federation member activity tells me. And I will try to keep as 
far away as possible from what I have read in newspapers and maga- 
zines and heard in conversation around town. In short, as far as I 
am able, I will try to let our members speak through me. 

Now, on the mandate polls: In 1945 we find that 79 percent of our 
members voted for a bill by former Representative Randolph of Vir- 

inia, to create a Small Business Finance Corporation in the Federal 

eserve Board. In 1950, some 61 percent of our members voted for a 
bill by former Senator Scott Lucas for Government guaranty of pri- 
yate, local bank loans to small firms. In 1953 some 74 percent of our 
members voted for bills by Senator Edward Thye and Representative 
William Hill to create a new Small Business Administration, with the 
financing powers of Reconstruction Finance Corporation and defense 
contract powers of Small Defense Plants Administration. In the 
latter part of 1956, some 86 percent of our members voted favorably to 
extend Small Business Administration in order to continue its lending 
and other functions. 

It seems to me this indicates that many independents have felt that 
financing is a chronic ailment of small business, and that many have 
felt Government should take a hand in this problem. The history of 
the old Reconstruction Finance Corporation, 90 percent of whose loans 
were to smaller firms, bears me out on this analysis. 

But before going further, let’s look at this: When we polled our 
members, in 1955, on a three-part Small Business Administration bill 
by Senator John Sparkman we received the following returns: 

(a) A 79-percent vote favoring permanent status for SBA; (5) a 
73-percent vote favoring divorcement of SBA from supervision and 
control by other Federal agencies; (c) a 43-percent vote favoring an 
increase in the agency’s loan ceiling from the then existing $150,000 
limit to a proposed $500,000 limit. 

It seems to me this indicates many independents feel that the greatest 
emphasis in Government financing aid should be with the really small 
businesses, rather than with the larger outfits. 

And now the records of our Washington, D. C., office over the past 
few years show a membership increasing interest in financing aid. I 
don’t want to play Chicken Little and claim, because a pea has hit my 
head, that the sky is falling, but frankly I have seen nothing like this 
particular trend in my entire 25 years of work for small business at 
the capital. I would be very happy to have you inspect our records on 
these cases that have been brought to our attention. 

Whether this indicates that private sources are weakening in their 
services to independents because of tight money, or whether it indi- 
cates that banks are drawing away from lending to some independents 
because of their increasingly dangerous financial positions, or whether 
it indicates that independents are drawing away from bank loans be- 
cause of increased interest rates—you know, a chap might be able to 
afford 5 percent, but perhaps 8 percent would floor him—or whether it 
indicates independents generally are becoming more conscious of the 
fact they can secure Government aid, I can’t say. I would conclude, 
perhaps not brilliantly, that a combination of all these factors is be- 
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hind this trend, plus the fact that there’s an ever-growing number of 
businesses fighting for a share of financing that is not expanding space, 

One final word: Necessar ily the Small Business Administration and 
its financing services tou independents fits into the picture in your 
studies. I note your release indicates you are depending, to some 
extent, on surveys of small business credit being made by the Federal 
Reserve Board. I don’t want to play the part of the old maid looking 
under the bed, but I do hope that none of you will allow these surv eys 
to interfere with your fine determination, expressed in your action 
last vear, to make the Small Business Administration a permanent 
and better source of aid to independents. 

Many of you know that when Senators were considering whether 
to go along with you on this earlier in the year, they decided to hold 
off, in part to await the results of this FRB study. They expected 
results to be in by 1958. But now that they’ve found these surveys 
may not be finished until 1959 at the earliest, many of them have that 
old, familiar sinking feeling in the pits of their stomachs, 

I know that some of you have been extremely critical of the way 
in which Small Business Administration has carried out its services 
to independents. Certainly, improvements can be made. I know 
because I recently made a nationwide, on-the-spot survey of Small 
Business Administration operations at the local level. But I would 

like to remind you that even in the heyday of Reconstruction Finance 

Corporation, when that agency had an open tapline into the United 
States Treasury, many independents claimed it had serious short- 
comings in meeting the needs of small business. 

I say these things only because our votes show that our members 
by and large feel that the Small Business Administration is needed, 
and because quite obviously and quite humanly they probably feel that 
a bird in the hand is worth two in the bush. 

We thank you. And if we can be of further service to you on these 
matters, just ring our doorbell. 

Mr. Evins. Thank you, Mr. Burger. 

Mr. Burocer. Mr. Chairman, I would just like to add this thought. 
T was here all day and I believe that in view of what; I can observe 
from my 10 or 11 years’ experience with the federation and its mem- 
bership i in your State and all other States in the Union, that one of 
the main contributing causes of the failures in small business is the 
failure of the States and Federal Government in the enforcement of 
the antitrust law, and when that is brought about then we certainly 
must look for tax relief. I say again to you that the contributing and 
main cause, and I am not speaking from an economic standpoint nor 
am I speaking from a legal standpoint. I have been in business my- 
self and it is through increasing price discrimination, concentration, 
and mergers. That is one of the main contributing factors for the 
failures of small business in this Nation. 

Mr. Evins. Thank you, Mr. Burger, for your fine statement and 
your offer of cooperation that you have made will be considered and 
we appreciate it. 

Are there any questions? 

Mr. Moxrer. Only one question. 

I suppose that, since you have not polled your membership, you 
cannot talk for them. Can you give us your own opinion after being 
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through the country, as to whether the Congress must do somethin 
about setting up a new instrumentality to get risk and equity capita 
for the small business of the country ? 

Mr. Burcer. Congressman Multer, again I refer to my official posi- 
tion in the federation. 

I have been there going on 11 years and I find this much, in answer 
to your question: I cannot recall any communication, maybe not more 
than one, where we had any appeal or requests of venture capital, 
but we have had continually requests for short-term loans for 2-, 3-, 
4-, 5-year periods. 

I am answering your question to the best of my knowledge. 

I do believe that there may be a need for it, but in the meantime I 
want to say that Rome wasn’t built in a day and so would say that 
I think that if the Senate will follow up the actions of the House, 
insofar as the Small Business Administration is concerned, that is 
going to be a tremendous stimulant to the small business of the Nation 
in the way of aiding them in their financial problems. 

Mr. Evins. Thank you, and I know that your suggestions will be 
appreciated. 

{r. Riehlman ? 

Mr. Rreniman. Mr. Chairman, the hour is late. I want to say to 
you, Mr. Burger, that we appreciate having you up here. We know 
your interest in small business and that interest has been displayed 
throughout the years by your appearance and your testimony before 
many, many of the Capitol officials. 

Mr. Burcer. Thank you. 

Mr. Evins. Thank you. 


Mr. MacInryre. Mr. Chairman, before we adjourn, off the record. 

(Discussion off the record.) 

Mr. Evins. The committee stands adjourned until 10 o’clock to- 
morrow. 

(Whereupon, at 5:20 p. m., the committee adjourned to reconvene 
Thursday, November 21, 1957, at 10 a. m.) 
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THURSDAY, NOVEMBER 21, 1957 


House or REPRESENTATIVES, 
Se.ecr Committee To Conpuct A Stupy AND 
INVESTIGATION OF THE PROBLEMS OF SMALL BusINEss, 
Washington, D.C. 

The committee met, pursuant to recess, at 10 a. m., in room 1301, 
House Office Building, Hon. Wright Patman (chairman) presiding. 

Present: Representatives Patman (chairman), Evins, Multer, 
Yates, Brown, Hill, Riehlman, Seely-Brown, McCulloch, and 
Hosmer. 

Also present: Bryan H. Jacques, staff director; Everette MacIn- 
tyre, general counsel; Wm. Summers Johnson, chief economist; Irv- 
ing Maness, assistant counsel; Clarence D. Everett, investigator, and 
Victor P. Dalmas, adviser to the minority. 

The Cuarrman. The committee will please come to order. Our 
first witness this morning is the Secretary of the Treasury, Mr. Rob- 
ert Anderson. 

Mr. Anderson, are you ready to proceed ? 

Secretary Anperson. Yes, Mr. Chairman. 

The Cuarrman. Do you have anyone accompanying you ? 

Secretary Anperson. Mr. Robbins and Mr. Smith. 

The Cuarrman. You may identify them for the record, please, sir. 

Secretary ANnpErson. Secretary Laurence B. Robbins, the Assistant 
Secretary of the Treasury, and Mr. Dan T. Smith, the Deputy to the 
Secretary of the Treasury. 

The CHarrman. You may proceed in your own way. 

You have a prepared statement I believe, Mr. Secretary ? 

Secretary Anprerson. I do have, Mr. Chairman. 

The Cuarrman. Would you prefer to read it first ? 

Secretary Anperson. Thank you very much. 

The Cuarrman. You may proceed. 


TESTIMONY OF HON. ROBERT B. ANDERSON, SECRETARY OF THE 
TREASURY, ACCOMPANIED BY LAURENCE B. ROBBINS, ASSIST- 
ANT SECRETARY OF THE TREASURY, AND DAN T. SMITH, 
DEPUTY TO THE SECRETARY OF THE TREASURY 


Secretary Anprerson. Mr, Chairman and members of the committee, 
your invitation to appear before this committee gives me a welcome 
opportunity to express my deepfelt and longtime interest in the wel- 
fare and the needs of small business. Small and independently owned 
and managed businesses are fundamental to the American economy. 
Our great economic growth and our high standard of living have been 
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based upon new production processes and improvements in efficiency 

as well as on the availability of capital to provide machinery and 
equipment. We need to have as many centers of economic initiative 
as possible to give the greatest opportunity for new ideas and new 
techniques to be developed. 

Each separate business in the country provides one more element in 
our system of competition. Fair competition—and the avoidance of 
any semblance of cartel or trust arrangements—have been important 
features in our economic development. We must continue to expand 
our competitive economic system. The ready opportunity for new 
businesses to be formed and to grow is a major element in a competitive 
system. 

In our approach to the problems of small business, certain broad 
principles should be kept in mind. We are required by the very prin- 
ciple of self-government to exercise judgment and discretion. We 
must understand the impact on our entire economy of the decisions 
we make. And we must make those decisions with the welfare of the 
whole community in mind. 

A soundly growing economy provides abundant opportunities not 
only for established firms to expand and prosper, but also for new 
businesses to be safely started. In this respect, Federal policies that 
promote confidence on the part of investors, businessmen, and con- 
sumers, and that encourage the spirit of free enterprise by preserving 
and strengthening competition, constitute in a broad sense the most 
powerful aid that can be given small business. 

This administration’s recognition of the importance of maintainin, 
a healthy and progressive small-business population has been atidanget 
inmany ways. In 1953 legislation was enacted establishing the Small 
Business Administration, the first Government agency in our history 
devoted exclusively to financial assistance and many other forms of 
aid tosmall business. This agency now has about 50 regional, branch, 
and suboffices in the continental United States, Alaska, Hawaii, and 
Puerto Rico. The extent of its financial assistance to thousands of 
small businesses is indicated by the fact that through October 31, 1957, 
it has approved over 8,000 business loans aggregating more than 
$374 million. In addition, it conducts technical-assistance programs 
covering a broad range of small-business problems. It provides 
counseling services on financial and general management matters, on 
the development of new products and markets, and on Government 

rocurement contracts. It prepares and distributes publications deal- 
ing with the management problems of small firms. It issues other 

ublications dealing with Government perenne and specifications. 
Tt consults and cooperates with other Government departments and 
agencies to make sure that small business receives a fair proportion 
of Government purchases and contracts for supplies and services. 
These activities in the field of technical assistance are probably of at 
least as much value to small business as the loans granted. 

In addition to the Small Business Administration, various services 
of the Department of Commerce, the Atomic Energy Commission, 
General Services Administration, and the Department of Labor ac- 
tively assist small business. Special small-business programs have 
been set up in these agencies and also in the Department of Defense, 
the International Cooperation Administration, the Federal Trade 
Commission, and the Antitrust Division of the Department of Justice. 
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To maintain a continuing study of small-business problems, to de- 
velop new programs and to coordinate the activities of departments 
and agencies in this field, the President on May 31, 1956, appointed 
a special Cabinet Committee on Small Business. This Committee after 
careful study made a report to the President listing 14 recommenda- 
tions. On July 15, 1957, in replying to a letter from the Honorable 
Jere Cooper concerning tax recommendations for small business in 
the budget message, the President made reference to all of these recom- 
mendations of the Cabinet Committee and their present status. Copies 
of the President’s letter are being made available for the members of 
the committee and the record. Some of the recommendations have 
already been carried out, specifically: (1) A thorough review of Gov- 
ernment procurement policies and practices by a task force established 
by the Administrator of General Services Administration for the 

rimary purpose of assisting small business, resulting in a compre- 

ensive recommendation for amendments to the procurement laws 
which is expected to be followed by a legislative proposal in the near 
future; (2) the issuance of a governmentwide regulation prescribing 
policies and procedures with respect to advance or progress payments 
to small suppliers; (3) an amendment to the Renegotiation Board’s 
regulations with respect to subcontracting; (4) a conference on tech- 
nical and distribution research for the benefit of small business which 
was held in Washington in September; and (5) a study by the Bureau 
of the Budget for the purpose of simplifying the reports and statistics 
required of small business. Legislative aaa with respect to 
other recommendations are now before the Congress. 

In considering the question of adequate financing for small business, 
I am impressed with the fact that there appear to be a number of 
channels through which credit is now available. These include the 
private banking system, insurance companies, factors and other finance 
companies, suppliers, State and local development credit corporations, 
and in special fields agencies such as the Fish and Wildlife Service of 
the Department of the Interior. In addition, the Federal Reserve 
banks still have authority to make business loans under section 13 (b) 
of the Federal Reserve Act. Finally, the Small Business Adminis- 
tration exists for the purpose of providing financial assistance which 
is not otherwise available on reasonable terms. 

In appearing before the Senate Banking and Currency Subcommit- 
tee on Small Business on June 20, 1957, Mr. Martin, Chairman of the 
Federal Reserve Board, agreed that the Board would undertake a 
study of the whole problem of financing small business for the purpose 
of determining where the gaps are, if any, and how those gaps can best 
be filled. We have conferred with the Federal Reserve authorities and 
have been advised that the study which they are undertaking will be 
extremely thorough and will develop not only facts as to the actual 
use of credit facilities but also the attitudes and experience of both 
lending institutions and small-business recipients of or candidates for 
financial assistance. I think it is highly desirable that such a study 
be made and I am glad that it is underway, because there is a broad 
area in which I believe additional facts are needed to arrive at intelli- 
gent and constructive conclusions. Until these facts are fully devel- 
oped, I feel that it would be premature for the Treasury to take a 
peeon with respect to the creation of new institutions or the estab- 
ishment of new programs. 
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I have charged Assistant Secretary of the Treasury Laurence Rob- 
bins with the responsibility for the participation of the Treasury De- 
artment in the small-business field, and for keeping me fully in- 
ormed. Mr. Robbins for the past 3 years has eiveles the Secretary’s 
designee on the Loan Policy Board of the Small Business Administra- 
tion, and has attended and taken part regularly in the meetings of 
the Cabinet Committee on Small Business, although the Secretary of 
the Treasury is not officially a member of that Committee. I assure 
you that the Treasury Department will follow with the keenest in- 
terest the progress of the Federal Reserve study, and I believe that 
the information developed by your committee will be particularly 
timely in view of this study, the studies of the Cabinet Committee on 
Small Business and the activities of the Small Business Administra- 
tion. We will cooperate in every way possible to the end that sound 
and constructive solutions of the small-business problems may be 
found. 

The Cuarrman. Thank you, Mr. Secretary. 

Secretary Anperson. Mr. Chairman, if 1 may, I would like to add 
one idea which we have had under discussion for the committee’s 
consideration. I have tried to indicate here the concern and interest 
which we have, by pointing out the charge that has been given to 
Secretary Robbins to follow very closely this whole problem of small 
business as well as of course cooperating with this committee. Secre- 
tary Robbins and I have recently made recommendations to the Small 
Business Administration and to Mr. Martin of the Federal Reserve 
System. One thing which might be done to accentuate rather rapidly 
the focus of attention on the small-business problem would be the 
establishment within each of the Federal Reserve districts of small- 
business advisory committees. These committees would be charged 
with the responsibility of maintaining close and constant relation- 
ships with the officers of the Federal Reserve banks in the various dis- 
tricts, and at intervals meeting with the boards of directors of the 
Federal Reserve banks out over the country, so as to bring them up 
to date and to have a point of focus measuring the extent to which 
commercial banking institutions are making funds available to small 
business, the kinds of problems which they have, and making the 
best use possible of the commercial banking system to meet the kinds 
of needs that this committee is exploring and in which we are all 
interested. I think that the existence of such groups, working di- 
rectly, both with the officers of the Federal Reserve banks and with 
the boards of directors of the Federal Reserve banks, might prove very 
salutary in helping to achieve some additional attention to the prob- 
lem and perhaps some additional help. 

The Cuamman. Thank you, sir. First I want to state that I think 
President Eisenhower made a wonderful and fine selection when he 
selected you to succeed Secretary Humphrey, Mr. Anderson. 

Secretary Anprerson. Thank you, sir. 

The Carman. I want to ask you one question. It is about some- 
thing over which you have jurisdiction. I am asking for your con- 
sideration of it. Then I shall yield to the other members. I know 
they will want to ask you some questions. We have a crowded sched- 
ule today. At 11 o’clock we have Mr. Barnes and at 2 o’clock we have 
Mr. Mueller, who represents the Secretary of Commerce on the Small 
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Business Administration Loan Policy Board, and at 3 o’clock we have 
Chairman Martin of the Federal Reserve Board, so we will not have 
time to ask all the questions we would like. However, we want each 
member to have as much opportunity as possible. 

I want to ask you about the 3-percent transportation tax. I think 
it affects small business all over the Nation, all 4 million of them. 
As it is now the large interstate concerns, in the retailing business in 
particular, which have their own truck lines do not pay the tax. But 
the competitors across the street, the little people, they have to of 
course deal with the concerns that do pay the 3-percent tax, so right 
there there is a 3-percent disadvantage to the little man. It is a 
distinct and definite disadvantage and they are suffering from it. 
Three percent means a lot toa small-business man, and we can put our 
finger on that. It is my suggestion, Mr. Secretary, that you consider 
recommendations to Congress that either the transportation tax of 3 
percent apply across the board to all of these competing business- 
men, or that it be repealed, because like it is only the 4 million small- 
business men suffer. They are the only sufferers, and they are suf- 
fering greatly from it. Have you given that any consideration ? 

Secretary Anprerson. Not specifically, Mr. Chairman. 

The Cuarrman. That is all right, I did not alert you on it and I 
did not expect you to be informed on it, but I am asking that you give 
it consideration, Mr. Anderson. 

Secretary Anprrson. I will be glad to, sir. 

The Cuatrman. Mr. Hill, would you like to ask a question ? 

Mr. Hitz. Yes, I have a question. On page 3 you tell us that you 
think is is highly desirable that we have this study about small business. 
From my own standpoint, we have been studying it so long I think we 
have just about come to all the possible conclusions you could find that 
you might promote. I would like to ask this question. 

When do you expect to be ready to say what type of an institution 
a would support in the Treasury Department to assist these small- 

usiness firms? I am not talking about retail firms. I differentiate 
there. I am talking about the little man in factories. We are so far 
out in Colorado from the centers of population that this freight tax 
the Chairman talks about is terrible. The small-business firm in our 
area just does not have the capital available for the present system of 
financing. All he has available is the local banks and they are of no 
benefit to him on a long-time program. 

Now when would you be ready to give us some definite information 
on what we might have to work on ? 

Secretary Anperson. I assume, Mr. Hill, you are referring to the 
time when the Federal Reserve Board study would be completed. 

Mr. Hiwz. That is right. 

Secretary Anperson. My information is that certain aspects of the 
study can proceed rather promptly while certain other aspects of the 
study will take a much longer time. I think that we simply have to 
utilize the information that we are able to develop, whether or not 
studies are complete, so as to give consideration to our problems on a 
timely basis. I did not mean to infer that nothing should be done 
until everything is finally finished. I do think, on the other hand, 
that we should give as much consideration as possible and allow as 
much time as possible to be sure that we have the information that is 











196 PROBLEMS OF SMALL-BUSINESS FINANCING 





developed not only by this committee but by the study which is being 
made by the Federal Reserve System in trying to arrive at our con- 
clusions. 

I agree with you that all of these problems must be considered in the 
light of being timely in order to be helpful. 

Mr. Hinz. Thank you. 

The Cuarrman. Mr. Evins. 

Mr. Evins. Mr. Secretary, you have made a rather fine and compre- 
hensive review of the various bureaus and activities of the Government 
that are concerned with small business. Yet despite all of those 
activities we are confronted with an emergency situation. It is being 
imposed upon us. However, your only recommendation in substance 
is for the setting up of advisory committees in the 12 Federal Reserve 
districts to study thesituation. Is that in substance your recommenda- 
tion for some relief and assistance to small business. 

Secretary Anperson. That is by no means all of what I think should 
be done. This is just one additional thing which we might do in 
order to bring attention and focus on the problems of small business, 
I think the other things which we might do, which we might give con- 
sideration to, are those recommendations which have already been 
made by the Cabinet Committe. I would believe that there may be 
other recommendations forthcoming from the Cabinet Committee. 
I am sure there will be recommendations coming from this committee 
at the conclusion of your study, and I think all of these recommenda- 
tions have to be weighed carefully. 

Mr. Evins. You point out that Secretary Robbins is a member of 
the Loan Policy Board. The Loan Policy Board in the old act con- 
sisted of the Secretary of the Treasury, the Secretary of Commerce, 
and the Small Business Administrator. However, because that Loan 
Policy Board did not work so that small business was not able to 
effectively secure loans. The new act which was passed abolished the 
Loan Policy Board. So actually Mr. Robbins is not a member of it. 

Secretary Anperson. I think, sir, that the act you refer to was 
passed by the House but not passed by the Senate, so that there is still 
a board. 

Mr. Evrns. Mr. Secretary, you referred to loans being possible under 
section 13 (b) of the Federal Reserve Act. We had testimony yester- 
day from a former officer of one of the Federal Reserve banks, I believe 
the Federal Reserve Bank of Boston. He said that only one loan had 
been made under that provision. 

So that is not a very effective avenue for assistance if only one loan 
has been made under section 13 (b) in the Boston district. 

Secretary Anperson. No. I would hope that the very group that 
we have mentioned as sitting with and advising the officials of the 
Federal Reserve banks and their boards would bring focus to the prob- 
lem and, where it would seem to be appropriate, increase the utiliza- 
tion of whatever mechanism we suggest in order to provide this. 

Mr. Evins. One further question. 

Our chairman, Mr. Patman, and perhaps others, are proposing to 
establish 12 capital banks, one in each Federal Reserve district. The 
Federal Reserve Board would furnish the money for capital for these 
banks, using surplus account funds that have been accumulated. 
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It is our information that this would not affect the national debt, 
it would not be appropriating new money, but it would just be using 
some surplus funds that have been accumulated. It would make this 
money active and available and useful for small business purposes. 

Would you give the committee the benefit of your thinking about 
that matter ? 

Secretary ANpERson. Well, Mr. Evins, I think those are proposals 
which are worthy of the most intense study and consideration by 
all of us. I would not want to make a categorical statement, because 
I am not sufficiently familiar with the position of the surplus and 
the reserves of the Federal Reserve System. 

I think this is something worthy of the greatest study. 

Mr. Evins. There is over three-quarters of a billion dollars in the 
surplus account that has been built up. This surplus is being held 
and is not being used at all, just held in surplus accounts. 

If $10 million was taken out of that it would scarcely be noticed 
in the overall surplus account. It is not being used, and there are no 
prospects of this surplus being used. 

We have farm credit banks, and when the farm situation got to 
where there were many foreclosures, emergency legislation was enacted 
to place a moratorium on foreclosures. 

There are many consolidations and mergers of small business today, 
and I would say again we are almost in an emergency situation. It 
seems to me that some of these surplus funds could be used for the 
establishment of these capital banks. 

I wish, Mr. Secretary, you would give further thought to that possi- 
bility, and if you have further suggestions to give to the committee, 
Iam sure it would be appreciated. 

Secretary ANpErRsoN. I would be glad to, Mr. Evins. 

The Cuarrman. Mr. Riehlman ? 

Mr. Rrentman. Mr. Secretary, in the 14 recommendations sent 
down by the committee appointed by the President, I am sure that one 
of them referred to a tax reduction for small business or a revision of 
tax laws to some degree. 

I am wondering if the Department at this time is giving serious 
consideration to tax reduction or revision of the tax laws for small 
business. 

Secretary Anperson. Mr. Riehlman, the President recommended 
four tax readjustments which might be made which would be con- 
sidered to be of advantage to small business. We would endorse 
those recommendations that he has made. . 

The other recommendations the President did not at that time 
endorse because of the volume of money that was involved, and 
because a great many of the businesses, of the small businesses of 
the country, do not operate on a corporate basis but on a partnership 
or individual proprietorship basis. 

I would not be in a position to support any additional recommenda- 
tions at this time without further study, except to say that I am 
sure that the Cabinet Committee and others are making studies of this 
sort of problem. 

We are going to be engaged in the making of those studies with 
them. When those studies are completed, we might have something 
further to say on the subject. But for the time being, I think we 
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find ourselves supporting the recommendations which the President 
outlined in his letter to Mr. Cooper. 

Mr. Rrentman. The Department stands ready today, in this coming 
session of the Congress, to support that type of reduction which was 
recommended in the President’s four recommendations sent down? 

Secretary ANDERSON. Yes, we will support them. 

I must say at this point that we are all going to be very concerned 
about our total revenue position. We are going to be very con- 
cerned about our total expenditure position. We are going to be 
concerned about what appears in the budget. We are going to be con- 
cerned about the welfare of business and the state of the economy of 
the country. 

These are all factors which I think we have to weigh carefully at 
the time we make possible decisions in supporting legislation before 
the Congress when it convenes. 

Mr. Rreniman. I am sure we all understand that, Mr. Secretary, 
and recognize the problem facing you, and we are all interested in all 
of the suggestions which you have made. 

I just make this comment: that I personally feel one of the greatest 
boons that could be given small business would be some type of tax 
reduction. I do not feel it would be a tremendous drain on the Fed- 
eral Treasury, because those funds would be poured back into the 
expansion of industry and new types of commodities which would be 
brought onto the market. 

And many of our small companies are really suffering because of 
the lack of modern equipment which they have to replenish. Money 
is certainly not available after taxes are taken out. 

I hope the Treasury Department will certainly study this problem 
very carefully, and when the recommendations and new bills are pre- 
sented, will give them every bit of consideration they possibly can, 
in view of the other things that you have mentioned, sir. 

Secretary ANnperson. I can assure you that our attention will not 
be directed solely to revenue or the loss of revenue, but rather, to 
the whole economic condition of the country, the stimulus that might 
be added to new business, to the expansion of business, and really to 
the translation of these economic factors which we discuss frequently 
in the humanitarian terms of what it means in terms of employment 
and the growth of business in our country. 

The Cuareman. Mr. Multer is recognized. 

Mr. Mourer. Thank you, Mr. Chairman. 

Mr. Secretary, you have been here just about long enough to know 
that things happen around here so fast that very few of us can keep 
up with them. I assure you that nothing in my questions is intended 
to imply that you are responsible for anything which happened before 
you arrived here. 

In your statement, Mr. Secretary, you refer to the letter that was 
sent by the President under date of July 15, 1957, to Congressman 
Cooper, chairman of the Ways and Means Committee. 

May we assume that those recommendations are still the recom- 
mendations of the administration with reference to small business? 

Secretary Anperson. As I indicated earlier, at this time I would 
support the recommendations which are included in the letter. 

Mr. Mutter. Iamsorry. I did not hear that. 
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Secretary ANperson. I say yes, at this time I would support the 
recommendations which are included in the letter. 

Mr. Muurer. There have been many changes, particularly on the 
international scene, that have caused many people to suggest that we 
can expect no tax cuts next year. One of the recommendations of the 
President at that time followed the recommendations of this Small 
Business Committee that small business must get some special tax 
consideration, and we hope that the President will continue to urge 
that and that we can bring forth in this next Congress very early in 
the session some legislation that may give tax relief to small business. 

May I refer to ‘another item in ‘the July 15 letter, and that is a 
recommendation that would insure advance or progress payments to 
persons doing business with the Government, and particularly to 
the small-business man who cannot get along without those advance 
or progress payments. 

It was our information that there was a reversal in that policy 
since July 1957 and that there has been a stretchout order of pay- 
ments and the stopping of advance and progress payments. Are you 
familiar with that, sir ? 

Secretary Anperson. Of course, the establishment of progress pay- 
ments or the rates at which they are made is not a direct responsibility 
of the Treasury. Wisensiniban: I think Secretary McElroy for the 
Defense Department did make a statement indicating that while there 
might be some diminution in progress payments to prime contractors, 
it was a matter of better general accounting procedure between the 
contractors and the Government, because I recall at that time he sug- 
gested that if any of the small- business people or subcontractors felt 
that they were under increased difficulties, ee should come and dis- 
cuss the matter with the Small Business Division of the Department 
of Defense in order that appropriate action might be taken. 

I think that in this field you have to always weigh the problem in 
respect to the competence of business to exits with rates of progress 
payments depending upon their size and their credit sources and 
availability. 

Mr. Mutter. I notice that you refer to the fact that there was a 
small-business conference held here in Washington in September 
1957. I would like to state for the record, Mr. Secretary—you may 
not be aware of this—that that small business conference had no 
small-business men in attendance, with the exception of one gentleman 
representing a small business association, Mr. Burger, who insisted on 
his right to attend and represent small business. 

So far, we here have received no recommendations as a result of 
that conference as to anything that could be done for small business. 
If there is to be any good to come out of any small-business confer- 
ences, I think you w ill: agree that small-business men should be invited 
in to participate in those hearings. 

Secretary Anperson. I frankly am not familiar with the composi- 
tion of the conference. I understand that Mr. Barnes and the De- 
conan, of Commerce representative will be prepared to speak to it, 

ut frankly I do not know the composition. 

Mr. Murer. You are quite right, sir. Mr. Barnes, the Small 
Business Administration Administrator, was present, by invitation, 
and did attend that conference, and Secretary Weeks of the Depart- 
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ment of Commerce had his representative present. But actuall 
there was nobody from the small-business community, no small-busi- 
ness man was invited there to participate. Big business was ver 
well represented from the business community, but the small-busi- 
ness community was not represented. 

Secretary AnprErson. I agree with you, Congressman, that small- 
business men recognize their problems more acutely than other people, 
This, of course, lies also at the basis of the suggestion which I made 
earlier that a group of small-business men meeting with some con- 
tinuity and in the Federal Reserve districts over the country might be 
very helpful, because these are the people who live with the problems 
daily, and to bring them directly to the attention of Federal Reserve 
officials and bank directors which I think would be very helpful. 

Mr. Motrer. I am in complete agreement that such conferences 
could be of tremendous help, and I note your suggestions that such 
meetings under the auspices of the Federal Reserve Board should 
be set up, I hope that they will be more effective than the advisory 
committees set up under the Small Business Administration. They 
have such committees in every region appointed under the auspices 
of the Small Business Administration. 

I think a recent survey shows that those advisory committees 
have had one group meeting in each of several regions and possibly 
one meeting of all the regions here in Washington. The difficulty 
with all of these problems is that you can talk things to death and 
you can study things to death, and if you are going to wait on the 
Federal Reserve Board for their recommendations after they get 
through studying, I think we will find that the Congress will long 
since have legislated on the subject before we get the report of their 
study. 

I think while their study can be very effective and very helpful 
it will be of no use to us if we wait 2, 3, or 4 years for it. That, of 
course, is not your department. I would like to address myself to one 
other subject, Mr. Chairman. I do not want to take too much time 
because I understand the Secretary has to leave. 

The CuHarrman. He has a pressing engagement at 11 o’clock. Of 
course, I think he would stay here a reasonable time. 

Mr. Motrer. Mr. Chairman, I will yield the witness at this point. 
If any time remains, after the members are through, may I ask the 
Secretary some questions ? 

The CHarrman. Certainly. Mr. Seely-Brown. 

Mr. Sreiy-Brown. Mr. Secretary, I would like to pursue a little 
bit further the suggestion you made at the conclusion of your formal 
statement in regard to these conferences which would be held in 
the Federal Reserve districts throughout the country. You would 
have the authority or the Federal Reserve would have the authority 
to call such conferences without additional legislation? 

Secretary Anperson. I do not think there would be any legisla- 
tion involved. This is a matter of detail that I have not pursued too 
diligently, but I would assume that you would want to make sure 
that such groups of people were actually representative of small busi- 
nesses, that they were the kinds of people who were aware of the 
problems; and then, as I said, I suggested this idea to Mr. Martin 
because he would want to be sure that the Federal Reserve authorities 
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were willing and ready and could meet on a constructive basis to make 
use of the exchange of information and ideas that might be 

Mr. Sreety-Brown. That is just what I am getting at. I am sure 
the suggestion has some merit, a good deal of merit, because many 
small-business men, I am sure, do not feel that at present, and pos- 
sibly with a certain correctness in their attitude, that they can get 
any help from the Federal Reserve operation as such. 

That is why I was hopeful that this might be a two-way street, 
that a conference such as you suggest could be helpful not only to 
the small-business community but also to the Federal Reserve banks 
in becoming even better acquainted with the problem of the little man 
who is struggling hard to get capital. But you think that that pro- 
gram can be put into effect reasonably promptly ? 

Secretary AnpErson. Well, I would think so, yes; assuming, as Mr. 
Martin said, his willingness to work along the same lines, and Mr. 
Barnes. Secretary Robbins, of course, now will assume an active role 
in being sure that the program moves with as much rapidity as 
possible. 

Mr. Srety-Brown. One other question or suggestion, sir, and that 
is that I hope very much that everything possible will be done to 
expedite this study made by the Federal Reserve Board on these 
problems so that as many facts as possible can be made available to us 

fore this committee, and then the Banking and Currency Com- 
mittee will be called upon to take legislative action on the possible 
establishment of some capital bank system. I certainly would like 
to have the full information from you and from the Federal Reserve 
before I voted on that issue. I am hopeful we can have that informa- 
tion as quickly as possible. 

Secretary Anperson. I can assure you that there will be no lack of 
diligence on our part, and Mr. Robbins will have as one of his primary 
responsibilities, following this very field. 

Mr. Seriy-Brown. Thank you, Mr. Secretary. 

The CuarrmMan. Mr. Yates? 

Mr. Yates. Mr. Secretary, I want to express my pleasure at seeing 
you here this morning. I remember your fine work as Secretary of 
the Navy and as Under Secretary of Defense. And, although I am not 
from Texas, I want to join with Mr. Patman in commending the 
President for selecting you for the Treasury job. 

The Cuatrrman. Unfortunately for Texans, he is from Connecticut 
now. 

Mr. Srrry-Brown. What do you mean, “unfortunately” ? 

Mr. Yarrs. The newspapers, at least, have placed him in Texas, 
at least as having come from there. 

The Cramman. We are proud of the fact that he came from there 
originally. 

Mr. Evins. I should add that his ancestors come from Tennessee. 

Mr. Mutrer. He should be a New Yorker. 

Mr. Yares. I would like to ask a question now. 

About a year ago, your predecessor in office, Mr. Humphrey, sounded 
the charge agairist the President’s budget, called for appeals of 
retrenchment, which I think had a significant effect on stabilizing fiscal 
policies which had a material damaging effect, on what happened to 
small business in the country. 
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At that time, he used the phrase that I think has since become 
classic, when he said that if budgets of that type are continued, we 
are in for a depression that will curl somebody’s hair. 

Do you feel the same way your predecessor did about budgets of 
this size? I understand that the President’s budget for next year 
will be at least this size, and possibly more. 

Do you think a budget this size is bad and will tend to curl some- 
body’s hair? 

Secretary Anprerson. Mr. Yates, I would not want to take a cate- 
gorical position with reference to a budget which is now under study 
and which is now being considered and which is not yet fully developed, 

I think I might express myself by saying I think, as I have said 
publicly, that so far as we are concerned in the Treasury, we are not 
going to take any positions which will be inimical to the defense of 
oor pountry as it is best judged by people who are competent in the 

eld. 

At the same time, I think I should say that any concept of defense, 
in my mind, envisions the maintenance of strength for a considerable 
time. The maintenance of that strength for a considerable time re- 
quires a healthy and a dynamic economy. 

I think we have to be realists. We have to judge our problems 
in the light of conditions as they exist at the time that we make 
decisions. We have to do those things and make those choices and 
establish those priorities which, in our best judgment, and with the 
best counsel and advice that we have, accomplish both a strong and 
adequate defense and maintains a strong and virile economy. 

I am not much of a phrasemaker. I think that we have to view 
these problems as exceedingly complex ones, weigh the problems that 
we face at any given time, and take our actions in accordance with 
what seems to be the best national interest. 

Mr. Yates. I think that is a very fine statement. 

I take it you do not think that size of budget, in itself, is bad, but 
must depend upon conditions that exist at the particular time. 

Secretary Anperson. Let me be quite clear. I would not want to 
minimize the importance of our maintaining a balanced budget in 
this country. I think that it is important. I think it is important 
to our whole national welfare. 

As I say, on the other hand, I would not want to take any position 
of absolutism, because I believe that we can have an adequacy of 
defense in this country and have a strong and a virile economy. 

I think our problem is to make the hard, complex decisions that 
we have to make when we face specific problems, in order to achieve 
these ends. 

Mr. Yates. Thank you. I have one other question. 

The newspapers reported a meeting on November 12 between 
yourself, the President, Mr. Hauge, Mr. Saulnier, and Mr. Martin. 

Two days later the rediscount rate was changed by the Federal 
Reserve Board. 

Is there any relationship between the meeting and the change of 
rate? 

Secretary Anperson. The actions of the Federal Reserve System 
are actions which they take as a System. Those actions, so far as I 
am concerned, speak for themselves. 
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The exchange of views and ideas and information which takes 
place when we meet at intervals is an attempt to be sure that the 
thinking and the ideas and the analysis of the data and material 
which is available to all of us is shared so that each of us in our 
separate responsibilities may take our decisions, may make our judg- 
ments in the light of the best collective wisdom that can be brought 
on the subject. 

I think that while I fully subscribe to the independence of the 
Federal Reserve System apart from the Treasury, nevertheless it is 
to our mutual advantage that we meet and share information. 

Most of us have the same data, the same facts. There comes a mat- 
ter of judgment, a matter of weighing, a matter of interpretation. 

It seems to me that the best collective judgment that can be brought 
to bear on these problems is helpful to all of us as we, in our separate 
fields, make the decisions which, under the law, we are charged to 
make. 

Mr. Yates. Do you agree with the action that was taken by the 
Federal Reserve Board in lowering the discount rate ? 

Secretary Anperson. I think that the action taken by the Federal 
Reserve Board was in the right direction. 

Mr. Yates. Was in the right direction ? 

Secretary ANpERSON. Yes. 

Mr. Yates. Would you care to amplify that statement by telling 
us why you think it was in the right direction ? 

Secretary Anperson. I would prefer, sir, to let the actions of the 
Federal Reserve Board speak for themselves. 

Mr. Yates. I know that. I was just wondering. You said you 
thought it was in the right direction. 

Secretary ANDERSON. Yes. 

Mr. Yates. I wondered whether, in connection with your own opin- 
ion that it was in the right direction, you wanted to expand on it to 
say why you thought it was in the right direction. 

Secretary Anprrson. I think that all of us realize that we are going 
through a period of readjustment. I think that in the minds of various 
people it is simply a differentiation in degree. 

This action of the Federal Reserve Board, I think indicated a flexi- 
bility, which is a desirable thing. I think this realization that we 
have flexibility, and our concepts can relate themselves to circum- 
stances and conditions as they change, is a desirable thing to insure a 
continuation of confidence and to insure a continuation of growth and 
maintenance of employment in our country. 

Mr. Yates. It has been said that the Government bonds are the 
leader in determining the interest rates for all securities in this coun- 
try. Government bonds have moved up, interest payments have been 
increased, and other securities have moved up, too. 

Now that there has been a change in the rediscount rate, do you 
contemplate that there will be a change i in the rate of interest to be 
paid on Government securities in future refinancing, which in turn, 
will be reflected in lower interest rates on other securities ? 

Secretary Anprrson. Well, I think, in our responsibility, that we 
have to be realists. We would not want to be in the position of leading 
markets. We would want to be in the position, as best we can, of 
interpreting what a market is at a given time. 
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If you have a free market, that is the sort of thing that youdo. You 
try to interpret where the market is at any given time. 

As to the movement of interest rates or the terms upon which you 
could sell securities, I think each time you have to examine that in the 
light of what you then interpret and believe the market would be 
willing to absorb and could absorb. 

Mr. Yates. Thank you, Mr. Anderson. 

Thank you Mr. Chairman. 

The Cuarrman. Judge McCulloch ? 

Mr. McCutiocw. Mr. Chairman, I would like to return for a mo- 
ment to the Cabinet Committee on Small Business. 

On August 7, 1956, this committee made its initial report to the 
President. The first recommendation was: 


That the taxes imposed on business corporations be modified by reducing the 
tax rate from 30 percent to 20 percent on incomes up to $25,000. 


The second recommendation was: 


That businesses be given the right to utilize, for purchases of used property 
not exceeding $50,000 in any 1 year, the formulas of accelerated depreciation 
that were made available to purchasers of new property by the Internal Reve- 
nue Code of 1954. 


No. 3: 


That corporations with, say, 10 or fewer stockholders are given the option 
of being taxed as if they were partnerships. 


Four, and I quote: 


That the taxpayer be given the option of paying the estate tax— 
that is, Federal estate tax, I take it— 


over a period of up to 10 years in cases where the estate consists largely of 
investments in closely held business concerns. 

There were 10 other recommendations. Did I understand you 
correctly to say that you and your Department were willing and 
would press for the implementation of these recommendations in the 
upcoming session of Congress ? 

Secretary Anperson. With reference to the proposed modification 
of the tax on corporations, the President in his letter to Mr. Cooper 
pointed out that he did not at that time recommend that particular 
one both because a great many of America’s small businesses have 
not operated as corporations, and that he felt that tax relief of the 
magnitude that was involved here might more appropriately come 
if and when it became possible to have more general tax relief. He 
did, however, endorse the second, third, and fourth recommendations 
which you have outlined plus an additional one which would allow 
a chargeoff of loss as an ordinary loss to an original investor in a 
small business in excess of the capital loss which he is now entitled 
to charge off, which is $1,000. We are concerned, as I said, with the 
revenue problems of this country, but we are concerned as well with 
the development and the advance of businesses in this country, the 
kind of economy we have, and those provisions which were supported 
by the President we would now support. 

Mr. McCutxocu. Our colleague, Mr. Hill, has introduced a bill 
which did not include the first recommendation, which apparentlv 
is obiected to, but contains all of the other proposals, and that is bill 
No. S. 8813. I am convinced that the four provisions of this bill 
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would be very helpful for small business, and I am happy to know 
that your Department will aggressively press for the enactment of 
such legislation. 

I would like to return also to the advisory committees which you 
have suggested. I think perhaps there are some advisory commit- 
tees now operating under the general direction of the Small Business 
Administration ; is that not right? 

Secretary Anperson. That is correct, sir. 

Mr. McCutxocu. And those committees were constituted by the Ad- 
ministrator of the Small Business Administration. Are they making 
recommendations from time to time, not only to the Small Business 
Administration, but to other departments of government, do you 
know ? 

Secretary Anperson. As to the extent to which they make recom- 
mendations I would not be advised, and I think perhaps Mr. Barnes 
might more appropriately address himself to that question. The dif- 
ference between those general advisory groups which, as I have under- 
stood it, advise on the whole range of problems, and the groups which 
I am suggesting, would be that you would have business advisory 
groups representing small business who, by reason of being i in contact 
constantly with the Federal Reserve authorities in the various dis- 
tricts, and from time to time with the Federal Reserve boards, might 
put emphasis and focus on these problems of finance as differentiated 
from the whole range of problems, and that you would be talking 
with the people who are at least influential in the field of monetary and 
credit supply. 

The Crarrman,. Mr. Brown. 

Mr. Brown. Mr. Secretary, you appear to me as a man who weighs 
his words very carefully, 

On page 1 you say: 

We need to have as many centers of economic initiative as possible to give the 
greatest opportunity for new ideas and new techniques to be developed. 

Do you mean by this that small business can materially help the 
Nation in this current drive for scientific achievement and for the 
things that we must accomplish if we are to survive? 

Secretary Anpverson. I would hope so, sir. You see, I think one of 
the strong facets of our national dev elopment has been the inventive 
ingenuity, the a mination of new matters of technology, the con- 
cept of new ideas. Now, some of these come obviously from great re- 
search centers. "Sinks of these come from universities and ‘colleges. 
Some of these come from privately endowed institutions of various 
kinds. But one of the great strengths, it seems to me, in a country like 
ours, is that if a man has new ideas in ‘the field of technology or in the 
field of marketing techniques or whatever it may be, we provide, as 
nearly as we can, opportunities for him to demonstrate the worth and 
the dev elopment of his own ideas. This, I think, is the sort of thing 
that could contribute significantly. Take, for example, in the fields of 
electronics. If we get “into difficulties we draw our electronics engi- 
neers and electronic technicians not only from the great centers, from 
the great industries, but we draw them from the fellow who maintains 
the television repair shops and the amateur radio stations and all of 
this sort of thing all over the country. This is the source of our 
strength. The more of these places that we have, the more that they 
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feel that they can have opportunities for development and growth of 
their own ideas, it seems to be a net addition not only to our defense 
posture but to the economic posture of our country in which the oppor- 
tunity is one of the great incentives that I think has made us a real 
country. 

Mr. Brown. I am glad to hear you say that. A lot of people seem 
to think that American Telephone & Telegraph invented the telephone. 
They forget that it was Alexander Graham Bell who invented it. It 
is individuals that are important. Now, do you think that small busi- 
ness’ contribution can be important enough in this effort for the Gov- 
ernment to encourage it, stimulate it ? 

Secretary Anperson.I do not precisely know what you mean en- 
tirely by saying, “The Government to stimulate or encourage it.” 
I would not be quite sure of the role which the Government as such 
might play. But I think an examination such as your committee 
is making into the availability of credit and capital through the estab- 
lished organisms in this country or through such new ones as may be 
found, if any should be required, are the sorts of things that lend them- 
selves to the development of these opportunities. 

Mr. Brown. In every study that we have ever made and every study 
that I have ever seen of small-business problems, they need less advice 
and more money, more capital that is accessible to them. Now the 
recommendation is always made by small business that they can best 
acquire that by accumulating profits, and that the tax structure operates 
to hurt them more than it hurts the larger businesses. Do you feel 
that the tax structure might be hurting them more than it does the 
larger businesses ? 

Secretary Anperson. Again, to make an absolute statement in this 
sort of a thing fails to take into consideration all of the complexities 
that are involved. This is a very complex economy that we are de- 
veloping. It is complex both from the standpoint of the utilization 
of our financial resources and the supply of our financial resources. 
I think there are a great many things that you have to weigh. I, for 
example, believe that technical, and particularly management, advice 
and skills are important. The man who invents something which is 
very useful to humanity or might be very useful to himself might very 
well be much more competent in the field of engineering, research, 
and development than he would be in the field of management. I 
think therefore that he requires both the capital with which to develop 
his idea and a friendly, competent managerial service that might be 
made available to him within his means so that it could be helpful. 

You take America’s biggest businesses. They sometimes find that 
it is important to them that they get in real management experts, but 
that is costly. And so I think that what we have to do here is to look 
at the whole range of the things that are essential, one of which cer- 
tainly is capital, to give the fullest measure of leeway to the develop- 
ment and expansion of the new ideas of people. 

Mr. Brown. That is very fundamental. But when we get right 
down to cases, after all the study and everything we run slap dab up 
against the current problem which is an emergency and we all realize 
it of the overall tax revenues. Now I read everywhere, Mr. Secretary, 
that one of the problems might be that the Government might be 
trying to finance too much of its effort on a pay-as-you-go basis. That 
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maybe some of this should be paid for by bonded indebtedness. Would 
you comment on that? 

Secretary AnpERsON. I think you use whatever techniques in financ- 
ing are most appropriate to the kind of business, and that we should 
use themall. AsI gather the import of your question 

Mr. Brown. I mean Government financing. 

Secretary Anprerson. Yes. You are talking about whether or not 
the Government itself should make direct loans 

Mr. Brown. No. Let me restate it. We are talking about, and 
it was recommended all day yesterday, that the best aid we could give 
small business would be to reduce their taxes and let them plow back 
some of their earnings into capital, and yet you have outlined here 
this morning that the overall revenues situation is a handicap in that 
regard. Now could it be that we are trying to finance too a of this 
defense effort and other normal expenses of the Government that have 
to go on, on a pay-as-you-go basis? Do you plan to finance more of 
it by bonded indebtedness ? 

Secretary Anperson. Let me address myself to the question by 
saying that some of the provisions which have already been recom- 
mended by the Cabinet Committee and which were endorsed by the 
President I think are both in the field of alleviating difficulties which 
would be imposed on small businesses, and of providing stimulative 
incentives to secure new capital for ideas. 

The chairman has suggested another one this morning, having 
to do with the tax payment on freight. This is one that is certainly 
deserving and worthy and should be pursued in this study. The 
Cabinet Committee, which Mr. Robbins will attend, will be pursuing 
other ideas. We will pursue the ideas in the Treasury which develop 
out of this committee, and I think all of them are things that we have 
to try to evaluate both from the standpoint of revenue and equally 
importantly what kind of a contribution do they make to the economic 
welfare and the expansion of business and jobs and opportunities in 
this country, which is the source of our growth. 

Now as I said earlier, I do not want to minimize the importance of 
what I think it is to the country to have a balanced budget, pay our 
debts and that sort of thing. At the same time, I think we ought to 
be very realistic people in any given period of our economic history 
and we have to view the problems in the light of all the problems that 
confront us. 

Mr. Brown. These recommendations, Mr. Secretary, of the Presi- 
dent are dated July 15, 1957. Since that time a lot of things have 
happened in the world. There has been a speedup along the line in 
the national interest. Do you think that we can get by without rais- 
ing the debt limit to meet this situation ? 

Secretary Anperson.I said in the letter which I sent to the Con- 
gress shortly after assuming this responsibility that we would make 
every effort to get by within the limit that has been set by the Con- 
gress. We will continue to make that effort. When the new budget 
is prepared, whatever may be done, either by the administration or by 
the Congress in its wisdom with reference to expenditure programs, 
what might be desirable in terms of flexibility for the management 
of this debt so that it would have the least impact upon the growing 
capacity of our country, all of these things will have to be weighed 
at the time that the Congress is back in session. While we will con- 
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tinue to make the effort, I again want to take no position of abso- 
lutism, but simply to say that we are going to have to weigh the kinds 
of things which I pointed out here to you in making whatever recom- 
mendations that we might make in the days ahead. 

Mr. Brown. Mr. Secretary, to wind this up, I feel very strongly 
that small business has an important contribution to make in this 
national effort. 

Secretary Anperson. I share that feeling. 

Mr. Brown. I think that they are handicapped right now in the 
effort that they can make, and I think that the United States Govern- 
ment is missing some revenue, some help in this effort that it ought 
to be getting from small business. A readjustment.in the tax struc- 
ture would be a real stimulus to smaller enterprise; and I see very 
little difference in that and the quick amortization writeoffs that have 
been issued to giant corporations in recent years. They were stimu- 
lants to them. Now, if given a'choice, would you give us an opinion 
of what you would think of a reduction in taxes for small business as 
a stimulant, if it meant raising the debt limit and more bonded 
indebtedness ? 

Secretary Anperson. I would only want to say at this time, sir, 
that I think that we have to appraise each of the proposals in the tax 
structure which might be helpful to small business in the light of what 
we conceive to be its help and what we conceive to be its impact on 
the whole community welfare. I would not like to try to devise a 
hypothetical situation in which you make achoice. I think the choices 
have to be made from the standpoint of considering the specification 
and weighing the advantages, not only to small-businesses’ creation but 
to small-business existence, continuation, and growth as against the 
other factors which might be involved. 

Mr. Brown. In other words, your mind is not closed ? 

Secretary Anverson. In a world as fluid as ours, sir, I do not think 
your mind can be closed on any subject. 

Mr. Brown. Thank you, Mr. Secretary. 

The Cuarrman. Mr. Hosmer. 

Mr. Hosmer. Mr. Secretary, you are already 18 minutes late for 
your appointment, so I am going to withhold any questions. 

Secretary Anperson. Sir, I am perfectly willing to stay a few min- 
utes longer and wait. 

The Cuatrman. I just have one observation to make, Mr. Secretary. 
Personally, as one Member of Congress, I expect to vote for any tax 
reductions in the hope we can meet these expenditures without increas- 
ing taxes and having a balanced budget, but as between a balanced 
budget and increased taxes I am going to vote for a balanced budget. 
I agree with you that we should at all times have a balanced budget. 
We should require increased taxes if we cannot take care of excess 
expenses. 

Mr. Motrer. Mr. Chairman, may I have permission to address 
my further questions to the Secretary by letter and then add the letter, 
his questions and answers, to the record ? 

The CuarrmMan. Will that be agreeable, Mr. Secretary ? 

Secretary Anperson. Of course. 

The Cuatrman. Mr. Hosmer would like the same privilege. He 
will address a letter to you and when you answer it make it a part of 
the record of the proceedings here. 
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Secretary Anperson. I will be glad to. 

The Cuamman. Did you have some attachments to your testimony 
that you would like to include in the record, Mr. Secretary / ¢ 

Secretary Anperson. Only the letter of the President which I think 
is alre ady public information. 

The CuarmMan,. Without objection, that will be included. 

(The letter referred to is as follows:) 


[Press release of July 15, 1957, by James C. Hagerty, press secretary to the President] 
THE WHITE House, July 15, 1957. 


The President sent the following letter to the Honorable Jere 
Cooper, chairman, Committee on Ways and Means, House of Repre- 
sentatives: 


DeaR Mr. CHAIRMAN: This is in further reply to your letter regarding small 
business. As you will recall, the Cabinet Committee on Small Business made 
14 recommendations, including suggested changes in the tax laws, the latter 
conditioned on the budgetary outlook. It was suggested, subject to the existence 
of appropriate budgetary conditions: 

(1) That the taxes imposed on business corporations be modified by 
reducing the tax rate from 30 to 20 percent on incomes up to $25,000. 

(2) That businesses be given the right to utilize, for purchases of used 
property not exceeding $50,000 in any 1 year, the formulas of accelerated 
depreciation that were made available to purchasers of new property by the 
Internal Revenue Code of 1954. 

(3) That corporations with, say, 10 or fewer stockholders be given the 
option of being taxed as if they were partnerships. 

(4) That the taxpayer be given the option of paying the estate tax over 
a period of up to 10 years in cases where the estate consists largely of 
investments in closely held business concerns. 

It now appears that the excess of income over disbursements in the fiscal year 
1958 will be so small that no action should be taken by the Congress at this time 
which will involve any substantial tax reduction for anyone. In the economic 
conditions that prevail currently and can be expected during the next fiscal year, 
all the income which the present tax laws provide should be reserved in order to 
maintain the balance between income and outgo as now estimated and to make 
modest reductions in our national debt. 

Therefore, it would be ill advised to consider the first recommendation noted 
above, because of the substantial revenue loss that it would entail. Also, in the 
absence of a general tax reduction, which the budgetary situation does not permit 
at this time, a tax reduction of this character would discriminate against all the 
many small businesses which are conducted in the form of partnerships or 
individual proprietorships. 

The Congress should, however, in connection with its study of cases of unusual 
hardship or unfairness in the operation of tax laws, appropriately consider some 
of the other suggestions, which involve no more than a minimum loss of revenue. 

On that basis, I commend for your committee’s consideration the second, third, 
and fourth recommendations in the committee’s report as noted above, and one 
additional change in the law to permit an original investor in small business the 
right to deduct from his income, up to some maximum amount prescribed by 
Congress, a loss, if any, realized on a stock investment in such business. At the 
present time the deduction of such losses from income is subject to the general 
limitation on net capital losses of $1,000. Each of these proposals could be 
helpful in the financing, operation, or continued independent existence of small 
businesses. 

In your letter you asked for my views concerning the Fulbright proposal for 
reducing the normal tax on corporations from 30 to 22 percent, and increasing 
the surtax on corporate incomes over $25,000 from 22 to 31 percent. This proposal 
would increase the tax rate on the portion of the income in excess of $25,000 to 
53 percent. Since about 85 percent of the small-business firms are proprietor- 
ships and partnerships, it is not fair to give tax relief to small-business concerns 
which are organized as corporations at the expense of other taxpayers. 
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I earnestly look forward to reductions in tax rates for all taxpayers as soon 
as that becomes possible. Until that time, selective relief of the sort contem- 
plated by the Fulbright proposal—and indeed by the first recommendation of the 
Cabinet Committee—would discriminate against the overwhelming majority of 
small businesses which are not conducted as corporations at a time when we 
must stand against any tax revision for anyone which might jeopardize our 
small budget surplus. Furthermore, in view of the very high rates now in effect, 
it would be unwise to increase the taxes on any group of taxpayers in order to 
provide a tax reduction for another group, as would be done by this proposal. 
For these reasons, I am opposed to the Fulbright resolution. 

I know you are also interested in the status of the several Cabinet Committee 
recommendations relating to matters other than taxes. As I mentioned above, 
the Committee gave me 14 recommendations for governmental action, only 4 of 
which dealt with taxes. Of the remaining 10 recommendations, some have been 
carried out by the executive branch; others must await congressional action 
before the executive branch can act upon them. ‘The following is a current status 
report on these ten. 

In its recommendation No. 5, the Cabinet Committee proposed: “That the 
President arrange for a comprehensive review of procurement policies and pro- 
cedures of all departments and agencies, including the legislation pertaining 
thereto, with a view to facilitating and extending the participation of small 
businesses in work on Government contracts.” 

On September 26, 1956, I directed the Administrator of the General Services 
Administration to plan and conduct such a review, in cooperation with other 
major procurement agencies. The first summary report of the task force set 
up by the Administrator of the General Services Administration under this direc- 
tive was issued on March 1, 1957. Several important improvements in procure 
ment procedures have already been accomplished as a result of the task-force 
efforts, and a comprehensive proposal for amendments to the procurement laws 
has been developed by the task force and is currently being reviewed by the 
cognizant executive agencies. The purpose of the amendments being reviewed 
would be to bring about greater uniformity and simplification of Government 
procurement procedures, and to improve the opportunities of small businesses to 
participate in Government work. 

In its recommendation No. 6, the Cabinet Committee proposed : “That the Presi- 
dent direct departments and agencies engaged in extensive procurement to 
adopt procedures which would insure that a need for advance or progress pay- 
ments by a bidder will not be treated as a handicap in awarding a contract, and 
which would facilitate and accelerate the making of such progress payments as 
may be requested by small suppliers under Government contracts.” 

In my letter of August 18, 1956, I directed the procurement agencies to imple- 
ment recommendation No. 6. In order to insure uniformity among the various 
agencies the General Services Administration on December 31, 1956, laid down 
a governmentwide regulation prescribing policy and procedures in consonance 
with recommendation No. 6. Federal agencies are taking steps to comply with 
this. 

In its recommendation No. 7, the Cabinet Committee proposed: “That the 
Renegotiation Board clarify the fact that, although a contractor who subcon- 
tracts work may not reasonably expect to be allowed as large a profit thereon 
as if he had done the work himself, the practice of subcontracting—especially 
the extent to which subcontracts are placed with small businesses—is en- 
couraged by giving it favorable consideration in determining allowable profits.” 

On September 24, 1956, the Renegotiation Board amended its regulations to 
give effect to this recommendation. 

In its recommendation No. 8, the Cabinet Committee proposed: “That the life 
of the Small Business Administration, which is now scheduled to expire in 
mid-1957, be extended at the earliest opportunity.” 

Administration bills (S. 1789 and H. R. 6645), would remove the time limit on 
the life of the Small Business Administration, thus giving it permanent status. 

In its recommendation No. 9, the Cabinet Committee proposed : “That the maxi- 
mum amount of an issue of corporate securities which the Securities and Ex- 
change Commission may exempt from registration be increased from $300,000 
to $500,000.” 

I have recommended this change. Legislation (S. 810 and S. 843) is now before 
the Congress to carry out this recommendation. 
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In its recommendation No. 10, the Cabinet Committee proposed: ‘‘That the 
President call a conference on technical research, development and distribution, 
for the benefit of small business.” 

I have directed the Secretary of Commerce and the Administrator of the Small 
Business Administration to make plans for this conference. 

These plans have been announced and a conference on technical and distribution 
research for the benefit of small business will be held in Washington September 
24-26. 

In its recommendation No. 11, the Cabinet Committee proposed: “That legisla- 
tion be enacted to enable closer Federal scrutiny of mergers.” 

Legislation to accomplish this objective is before the Congress, and the Attor- 
ney General has outlined administration views in testimony before the House 
Judiciary Committee. 

In its recommendation No. 12, the Cabinet Committee proposed: “That pro- 
cedural changes be made in the antitrust laws to facilitate their enforcement.” 

I have recommended three procedural changes in this area: first, that cease 
and desist orders of the Federal Trade Commission under the Clayton Act be 
final when issued, unless appealed to the courts ; second, that the Attorney Genreal 
be given the power, where civil procedures are contemplated, to issue a civil 
investigation demand, thus making possible the production of documents before 
a complaint is filed, and without the need of grand-jury proceedings; third, that 
the Federal Trade Commission, in merger cases where it believes a violation 
of the law is likely, be authorized to seek a restraining injunction before filing a 
formal complaint. 

In its recommendation No. 18, the Cabinet Committee proposed: “That wage 
reporting by employers for purposes of social security records and income tax 
withholding be simplified.” 

Legislation (H. R. 8309) to give effect to this recommendation has been sub- 
mitted to the Congress. 

In its recommendation No, 14, the Cabinet Committee proposed: “That the 
Office of Statistical Standards of the Bureau of the Budget undertake a com- 
prehensive review of the reports and statistics required of small businesses.” 

The Bureau of the Budget has underway a study designed to determine 
whether the reports and statistics which small business must now maintain for 
or supply to, the Government are unduly burdensome and, where necessary, to 
suggest remedial measures. 

Pending the achievement of budgetary conditions that will permit a general 
program of tax reduction, these proposals for changes in our tax laws would 
appreciably improve the ability of small businesses to get started and, once 
started to grow. Along with the administrative actions taken in other areas, 
and with favorable attention by the Congress to administration proposals for 
measures to benefit small business not yet enacted, they would provide a bal- 
anced program of constructive aid at a minimum loss of tax revenues. Such 
aid is keenly needed by small business, the economic position of which is vitally 
important to the soundness and vigor of our system of free competitive enter- 
prise. 

With kind regard, 

Sincerely, 
Dwicut D. EISENHOWER. 

The Cramman. Thank you very kindly, sir, for appearing before 
our committee. We appreciate it. 

Mr. Hosmer. Mr. Chairman, I would like to ask unanimous con- 
sent that the 14 recommendations mentioned in the Secretary’s letter 
be included in the record at the conclusion for ready reference. 

The CHarrman. Without objection, it is so ordered. 

(The 14 recommendations referred to are as follows :) 


PROGRESS REPORT BY THE CABINET COMMITTEE ON SMALL BusIngss, AuGust 7, 1956 


THE WHITE Hovusse, 
Washington, August 9, 1956. 
Dear Mr. CHAIRMAN: I was particularly pleased to receive and read the 
progress report of the Cabinet Committee on Small Business which you and your 
colleagues have been working on for many weeks. 
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This administration is engaged in a continuing effort to insure that the Amer- 
ican economy is based on a strong, broad foundation of healthy free enterprises— 
small and large. The first progress report of the Cabinet Committee on Small 
Business is a further forward step in this effort. 

The scope of the report’s analysis and recommendations demonstrates that no 
constructive potential avenue of improvement—either legislative or executive— 
is being overlooked in our search to widen the opportunities for small businesses 
in America. 

We must continue to strive to eliminate obstacles hindering the growth of 
small businesses. I also firmly believe that uneconomic or sweeping nostrums 
have no place in this administration’s program; such measures usually help no 
one and eventually injure all. I am glad to see that the Committee emphasizes 
the importance of maintaining competition and of continued vigilance against 
any outcroppings of monopoly; also that the Committee’s report recognizes the 
need of preserving and increasing efficiency in business, and that it has focused 
on positive measures to help small businesses get started and grow. 

I want to assure you that I shall give the recommendations of the Committee 
the prompt and favorable consideration they deserve—both in preparing for 
executive action and in drawing up the administration’s legislative program for 
the new Congress. I shall ask the departments principally concerned to advise 
me further. 

I wish to thank you and your Cabinet colleagues for this forward-looking and 
useful progress report, and I urge the Committee to continue its studies of small- 
business problems and to keep its findings current in order that no opportunity 
will be neglected to strengthen this vital segment of the American economy. 

Sincerely, 
Dwicut D. EISENHOWER. 

Dr. ArtHuR F. Burns, 

Chairman, Council of Economic Advisers, 
Washington, D. O. 





WASHINGTON, D.C., August 7, 1956. 


DEAR MR. PRESIDENT: We herewith present a progress report of the Cabinet 
Committee on Small Business, in conformity with your request for a report on or 
about August 1. 

Respectfully, 
C. E. WILson, 
Secretary of Defense. 
SINCLAIR WEEKS, 
Secretary of Commerce. 
JAMES P. MITCHELL, 
Secretary of Labor. 
ARTHUR S. FLEMMING, 
Director of the Office of Defense Mobilization. 
ALBERT M. COLE, 
Administrator of the Housing and Home Finance Agency. 
WENDELL B. BARNES, 
Administrator of the Housing and Home Finance Agency. 
ARTHUR F.. BuRNs, 
Chairman of the Council of Economic Advisers, Chairman of the Cabinet 
Committee on Small Business. 


PROGRESS REPORT BY THE CABINET COMMITTEE ON SMALL BUSINESS 


Since its appointment on May 31, 1956, the Cabinet Committee on Small Busi- 
ness has been engaged in investigating the economic condition of small-business 
enterprises, in reviewing Federal policies and programs that affect small busi- 
ness, in shifting hundreds of suggestions for governmental action received by the 
Committee, and in formulating a constructive program, both legislative and 
administrative, for expanding the opportunities of small business to prosper and 
grow. On the basis of the study and investigation carried on to date, the 
Committee submits its first progress report. 
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THE PROBLEMS OF SMALL BUSINESS 


The Committee finds that the fortunes of small businesses have ordinarily 
varied with the fortunes of the economy at large. When production, employ- 
ment, and the flow of incomes have risen, as has been the case in recent years, 
the majority of smaller enterprises have shared in the economic expansion. On 
the other hand, when business activity has been dull, many small businesses have 
suffered a setback. The most important contribution that the Federal Govern- 
ment can make to the economic health of small businesses is, therefore, to pursue 
monetary, fiscal, and housekeeping policies that foster sustained expansion of 
aggregate economic activity and that avoid the illusions of well-being that are 
sometimes produced by price inflation. 

In formulating governmental policies, it is also necessary to recognize certain 
basic changes that have occurred in the economic environment of smaller busi- 
nesses during the past generation. Problems of organization, of survival, and of 
growth, which have always complicated the life of new and small businesses, 
have become more difficult. The following facts, in particular, should be kept 
in mind: 

(a) In the past quarter century an enormous increase has occurred in the 
burden of Federal taxation. The impact of this development has been especially 
severe on small businesses. Such concerns have little or no access to public 
markets for capital. If they are to grow, they must have the wherewithal to 
expand plant, equipment, and markets. But the heavy burden of taxes nowadays 
sharply reduce the ability of small enterprises to plough profits back into their 
businesses. 

(b) The Federal Government has become by far the largest single purchaser 
of the goods and services produced by our private economy. A substantial part 
of the buying by the Government necessarily consists of intricate and expensive 
military items which cannot be efficiently produced by small firms, except for 
parts or components on a subcontracting basis. 

(c) The pace of technological change has been accelerating in recent years, 
Large and well-financed firms have become accustomed to undertaking costly 
research and development programs, which enable them to set the pace or to meet 
the pace of industrial innovation and investment. Small-business enterprises 
cannot normally do this. 

(d) The scope of advertising has greatly increased with the diffusion of rising 
family incomes and the growth of the radio, television, and other mass media 
of communication. These developments have favored concerns with nationally 
known brand names, and have complicated the marketing problems of small 
enterprises. 

(e) The progress of mechanization in industry, the increasing investment by 
consumers in durable goods, the expansion of home ownership, and the growth 
of suburban life have opposed the tendencies just described, by opening up new 
opportunities for small businesses—particularly in construction, retailing, repair 
work, and in various service occupations. They have not, however, stemmed 
the difficulties faced by small manufacturing establishments. 


FEDERAL POLICIES AND PROGRAMS 


Recognizing these changes in the economic environment of small business, the 
Federal Government has acted on many fronts. Our tax laws contain provisions 
that are helpful to the smaller firm in carrying the risks of enterprise. Govern- 
ment agencies make or insure loans to sound businesses that are otherwise unable 
to obtain credit. The Securities and Exchange Commission provides a simplified 
method for registering small public issues of securities. The Department of 
Commerce and the Small Business Administration offer services of special value 
to the little concern. They supply scientific information, arrange free use of 
Government-owned patents, aid in developing new products, counsel on how to 
expand markets, advise on efficient methods of management, and keep firms in- 
formed about Federal procurement and surplus disposal plans. The Department 
of Defense and other procurement agencies assure small businesses a good share 
of Government contracts. The Department of Justice strikes down unlawful 
barriers to markets and preserves competitive opportunities by enforcing the 
antitrust laws. 

Since 1952 Federal aids to small business have been very extensive. The 
Smali Business Administration was established July 30, 1953, to strengthen 
Federal programs in this area and to make loans solely to smaller firms. Up 
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to June 30, 1956, SBA approved 3,560 loans aggregating nearly $166 million. 
The procuring agencies of the Government, in cooperation with SBA, have 
adopted policies designed (a) to assure small firms an equitable opportunity to 
participate in all Government contracts, (b) to set aside a larger amount of 
Government business exclusively for small firms, and (c) to help small concerns 
to get defense subcontracts. Changes made in Federal taxation during 1954 
have been helpful to all businesses, but especially to the small enterprise. The 
excess profits tax was permitted to expire. Individual income taxes were re 
duced. A new Internal Revenue Code was adopted which—among other re- 
forms—enlarged depreciation allowances, reduced double taxation of dividends, 
extended the period of loss carry-back, and permitted the treatment of research 
and development outlays as a current expense. The annual amount of defense 
work a business may do with the Government, without being subject to the 
uncertainties of contract renegotiation, was raised this year from $500,000 to 
$1 million, while firms with contracts to supply standard commercial items have 
been exempted from renegotiation altogether. In recent years, also, the Depart- 
ment of Justice has greatly intensified the effort to curb outcroppings of 
monopoly. 
COMMITTEE RECOMMENDATIONS 


Alhough much has been done, the importance of maintaining a vigorous sys- 
tem of free and competitive enterprise requires further constructive steps to 
aid smaller businesses. 

A sound program must be mindful of the Government’s responsibility to raise 
the taxes needed to pay its own bills and to secure full value for every dollar 
spent. It must avoid arbitrary restrictions on large concerns that have come 
to the top through honest competition. It must scrupulously avoid subsidies 
of inefficiency. The proper way of aiding small businesses is to improve their 
opportunities to thrive, to survive periods of stress, and in time to become 
larger. The recommendations that follow embody these precepts. 


Taxation 


With regard to Federal taxes the Committee recognizes the recent improve- 
ment in the budgetary outlook and, in the event that the budgetary outlook 
remains favorable, recommends: 

1. That the taxes imposed on business corporations be modified by reducing 
the tax rate from 30 to 20 percent on incomes up to $25,000. 

At present the tax rate is 30 percent of the first $25,000 of the income of a 
corporation and 52 percent of the income in excess of $25,000. The Committee’s 
proposal would reduce by one-third the tax on the first $25,000 of corporate 
income, but would leave unchanged the tax on income in excess of this figure. 
Thus, the benefits from tax reduction would be concentrated progressively upon 
corporations with the smallest net incomes. 

While taxes on all corporate businesses should, in time, be lowered, the present 
proposal would substantially reduce the taxes on small corporations which con- 
stitute the great majority. It would help the smaller firms to retain earnings 
for financing expansion, or would give them some advantage in pricing. It 
would generally encourage the formation of new businesses. 

2. That businesses be given the right to utilize, for purchases of used property 
not exceeding $50,000 in any 1 year, the formulas of accelerated depreciation 
that were made available to purchasers of new property by the Internal Revenue 
Code of 1954. 

This measure would benefit small and new businesses, whether or not they 
are incorporated. Because of the limitations of its capital, a small business 
must often begin operations by buying an old building, used machinery, or used 
display equipment. Under the Internal Revenue Code of 1954, only new prop- 
erty is eligible for the prescribed methods of accelerated depreciation. An 
extension of the privilege of accelerated depreciation deductions to limited pur- 
chases of used property would improve the financial position and outlook of 
smaller businesses. 

8. That corporations with, say, 10 or fewer stockholders be given the option 
of being taxed as if they were partnerships. 

Many small businesses avoid the corporate form of organization, despite the 
advantages of limited liability and continuity of legal existence, because the 
corporate income tax may prove an added burden. The present proposal would 
make decisions whether or not to incorporate turn on factors other than taxes, 
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since the law already gives certain partnerships the option of being taxed as 
corporations. 

This measure was originally proposed by the Administration in 1954. It 
would particularly benefit small firms having stockholders with very modest 
incomes. 

4, That the taxpayer be given the option of paying the estate tax over a 
period of up to 10 years in cases where the estate consists largely of investments 
in closely held business concerns. 

At present the need to pay a heavy estate tax at times leads to the disruption 
of the management, control, and operations of a small business. This is a con- 
tributing cause of numerous mergers. Although the law permits the Commis- 
sioner of Internal Revenue to defer the payment of the estate tax up to 10 years, 
this provision of the law applies only to cases of hardship. It does not give 
the taxpayer who may claim hardship any assurance that his claim will be rec- 
ognized. Nor is relief available when assets can be sold at a fair price, even 
though the sale leads to the merger or dissolution of a company. 

To remove these difficulties the taxpayer should be given the option of paying 
the estate tax forthwith or in installments over a maximum period of 10 years, 
whenever an estate consists largely of investments in closely held business con- 
cerns. In the event that the taxpayer elects the latter option, he should be 
charged a moderate rate of interest as at present in hardship cases. Careful 
consideration should be given to the merits of limiting the installment option 
to an estate tax of some specified maximum amount. 


Procurement 


To supplement the commendable programs that have already been under- 
taken to expand the participation of small business in Federal procurement, the 
Committee recommends: 

5. That the President arrange for a comprehensive review of procurement 
policies and procedures of all departments and agencies, including the legislation 
pertaining thereto, with a view to facilitating and extending the participation 
of small businesses in work on Government contracts. 

Variations in procurement procedures from one agency to another, or from 
one division to another of the same agency, are often confusing to small-busi- 
ness men. Not all of these variations are necessary. 

The aim of the proposed survey should be to eliminate needless inconsistencies 
in the procedures of various departments and agencies, to simplify present pro- 
curement procedures and to remove any inequities which may be involved in 
them. A codification and especially a simplification of procurement policies and 
procedures, carried out with an eye to the needs and capabilities of smaller 
businesses, would facilitate their participation in Government procurement. 

6. That the President direct departments and agencies engaged in extensive 
procurement to adopt procedures which would insure that a need for advance 
or progress payments by a bidder will not be treated as a handicap in awarding 
a contract, and which would facilitate and accelerate the making of such prog- 
ress payments as may be requested by small suppliers under Government con- 
tracts. 

Small businesses are more likely than large firms to lack the funds needed 
to carry out Government contracts. However, contracting officers at times 
regard the need for advance or progress payments as a disability on the part 
of a bidder, despite existing rules to the contrary. It would serve to clarify 
current rules and procedures and materially aid small businesses in obtaining 
Government work, if the procurement agencies would indicate explicitly in their 
invitations for bids that a need for advance or progress payments by a bidder 
will not be treated as a handicap, provided he is otherwise qualified to carry 
out the contract. 

In cases where a contract specifies progress payments, the Government should 
make these payments more promptly to the prime contractors. They in turn 
should be urged to make similar payments promptly to their subcontractors. 

7. That the Renegotiation Board clarify the fact that, although a contractor 
who subcontracts work may not reasonably expect to be allowed as large a profit 
thereon as if he had done the work himself, the practice of subcontracting— 
especially the extent to which subcontracts are placed with small businesses— 
is encouraged by giving it favorable consideration in determining allowable 
profits. 

Existing law and regulations recognize that subcontracting to small firms 
ordinarily involves technical and other assistance and may entail additional 
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risks by the prime contractor, and that these factors warrant consideration in 
the profits allowed to him. It is desirable to dispel the supposition of many 
businessmen that allowable profits on a Government contract will be prejudiced 
to the extent that they subcontract the work. Clarification of present policies 
and procedures of the Renegotiation Board will assist small businesses to obtain 
more Government business through subcontracts. 

Financing and technical aids 

With respect to financing and technical aids to small businesses the Commit- 
tee recommends: 

8. That the life of the Small Business Administration, which is now scheduled 
to expire in mid-1957, be extended at the earliest opportunity. 

This measure would help small businesses by lessening the doubts of some 
banks regarding participation in SBA loans running beyond June 30, 1957, by 
enabling SBA to keep its personnel or to recruit better personnel, and by indi- 
cating to the public that the Federal Government regards the welfare of small 
businesses as a matter of continuing concern. 

9. That the maximum amount of an issue of corporate securities which the 
Securities and Exchange Commission may exempt from registration be increased 
from $300,000 to $500,000. 

The Commission is now authorized to accept a simple notification statement 
in lieu of the full registration statement on issues of securities that do not exceed 
$300,000 in amount. This limit has been in effect since 1945, and should be raised 
in recognition of the substantial increase in the price level that has occurred 
in the intervening years. 

As a rule, the notification statement substantially reduces the legal, engi- 
neering, and accounting costs that are involved in filing a registration statement. 
By raising to $500,000 the amount of an issue of securities that is exempted from 
registration, more small and medium-sized firms would find it practical to utilize 
the public markets for capital. In order to prevent the proposed change from 
reducing protection to investors, the Commission should limit the exemption 
privilege to seasoned businesses and should withhold it from issuers of so-called 
penny stocks. 

10. That the President call a conference on technical research, development 
and distribution, for the benefit of small business. 

The broad purpose of the conference would be to formulate a program under 
which small firms can avail themselves of up-to-date technological and mana- 
gerial knowledge in this era of rapid scientific progress. The conferees should 
include outstanding businessmen, heads of technological institutions, heads of 
engineering and business administration schools, and directors of economic and 
business research agencies. One of the conference’s tasks would be to assess 
research and development aids currently available to small businesses through 
Government departments, State and private universities, and other private 
agencies. Another task would be to recommend measures for extending such 
aids to small firms over the whole range of management, including product selec- 
tion and development, manufacturing processes, market measurement, sales 


promotion, cost control, etc. It would be desirable to hold the conference early 
in 1957. 


Competition 


The vitality of the American economy has depended in the past, and may be 
expected to depend in the future, upon the continuous infusion of new firms, new 
entrepreneurs, and new ideas. 

In the interest of maintaining and extending free competitive enterprise, the 
Committee recommends: 

11. That legislation be enacted to enable closer Federal scrutiny of mergers. 

Some mergers serve the public interest, as when two weak firms are joined 
in an enterprise that can offer vigorous competition. Other mergers, however, 
place obstacles in the path of effective competition. For this reason, continuous 
and close scrutiny by the Federal Government is desirable. 

The Economic Report of the President, transmitted to the Congress on Janu- 
ary 24, 1956, contained several important recommendations with regard to pro- 
posed mergers, which require legislative action. They are as follows: “First, 
all firms of significant size that are engaging in interstate commerce and plan 
to merge should be required to give advance notice of the proposed merger to 
the antitrust agencies, and to supply the information needed to assess its prob- 
able impact on competition. Second, Federal regulation should be extended to 
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all mergers of banking institutions. Combined with the requirement for ad- 
vance notice, this extension of the law would give the Government an oppor- 
tunity to prevent mergers that are likely to result in undue restraint of banking 
competition. Third * * * the Clayton Act should be amended to make explicit 
the Federal Government’s authority to take action in merger transactions in 
which either party is engaged in interstate commerce.” Another helpful meas- 
ure would be to empower the Federal Trade Commission to seek an injunction 
before filing a formal complaint, when it seems likely that a proposed merger 
would result in a substantial impairment of competition. 

12. That procedural changes be made in the antitrust laws to facilitate their 
enforcement. 

Two recommendations in the Economic Report of the President, cited above, 
are particularly urged: first, that the Clayton Act be amended so as to make 
the cease-and-desist orders of the Federal Trade Commission final when issued, 
unless appealed to the courts; second, that when civil rather than criminal pro- 
ceedings are contemplated, the Attorney General be empowered to issue a civil 
iinvestigative demand, compelling the production of relevant documents before 
the filing of a complaint, and without having to invoke grand jury proceedings. 


Paperwork 


With regard to the burdens of paperwork the Committee recommends: 

13. That wage reporting by employers for purposes of social-security records 
and income-tax withholding be simplified. 

At present an employer must file five reports a year with the Internal Rev- 
enue Service on the earnings of his employees. Four are quarterly statements 
that are used in the administration of the social-security system. Still another 
is used in the administration of the individual income tax. Since the latter 
report would suffice to meet the needs of both the old-age and survivors insur- 
ance system and of the Internal Revenue Service, the quarterly reports should 
be eliminated. 

This proposal has previously been advanced by the Internal Revenue Service, 
the Social Security Administration, the Hoover Commission, and the President’s 
budget message. Its adoption would produce substantial savings for employers, 
most of whom are small-business men. This reform would also reduce the 
paperwork of the Government, and it would facilitate better accounting for 
taxable incomes. 

The full advantage of a shift to annual wage reporting will be obtained only 
when parallel changes are made to simplify employer reports for unemployment 
insurance purposes. Of course, such technical changes should be carried out 
without modifying the standards of benefits under unemployment insurance. 

14. That the Office of Statistical Standards of the Bureau of the Budget 
undertake a comprehensive review of the reports and statistics required of 
small businesses. 

There are grounds for believing that some of the paperwork required of 
small businesses, apart from that noted above, may be superfluous, while infor- 
mation of great potential usefulness is not now being gathered. It would 
therefore be desirable to review all forms that small businesses are now 
required to fill out by governmental agencies. This should be done from the 
viewpoint of the need for such forms and the possibility of simplifying them. 
The importance of improving statistics on the economic position of small busi- 
nesses should also be kept in mind. Such information is vital to a proper 
appraisal of small-business problems. Existing statistics on the employment 
provided by small firms and their profits are especially inadequate. There is 
also a need for detailed information on governmental procurement from firms 
classified according to size. 


IMPACT ON FEDERAL BUDGET 


Apart from the tax proposals, the adoption of the recommendations presented 
in this report would have very little impact on the Federal budget. 

The loss of revenue entailed by the tax proposals is estimated at about $600 
million in the first year, at about $740 million in the second year, and at some- 
what reduced figures in later years. It is doubtful, however, whether there 
heed be any loss to the Treasury in the long run. fFor, in the first place, some 
of the tax proposals involve merely a deferral of taxes and, in the second place, 
the proposed measures would tend to enlarge the national income which is the 
ultimate source of all tax revenues. 
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FUTURE ACTIVITIES OF THE COM MITTEE 


The preceding recommendations express the Committee’s conclusions con- 
cerning the legislative and administrative actions that are needed to enable 
small businesses to improve their competitive positions and their chances of 
survival and growth in our evolving economy. 

The Committee is continuing to investigate the economic problems of small 
business and to examine additional proposals for action by the Government, 
Among other suggestions, the Committee is studying a proposal to help small 
concerns attract capital by allowing investors to deduct from their ordinary 
incomes a limited amount of losses, in the event that losses are sustained from 
investments in small businesses. 

While much remains to be learned, the Committee has reached some firm 
conclusions. The evidence varies for different types of business, but it does 
not reveal any decline in the overall economic significance of small business 
in the American economy. Nor has there been any diminution in the importance 
of the small entrepreneur in the maintenance of our democracy. The four 
million small business enterprises are serving as a dynamic influence in our 
system of free and competitive enterprise. They are making a vital contribu- 
tion to the success of our economy. The adoption of the Committee’s rec- 
ommendations can be expected to enlarge this contribution. 


APPENDIX 


The President’s letter of May 31, 1956, to Chairman Arthur F. Burns, 
establishing the Cabinet Committee on Small Business : 


Dr. ARTHUR F. Burns, 
Chairman, Council of Economic Advisers, 
Washington, D.C. 

DeaR Mr. CHAIRMAN: The important contributions made by small business 
concerns to the progressive spirit and vitality of the American economy have 
repeatedly been stressed in my Economic Reports to the Congress and on various 
other occasions. Such enterprises, of which there are some 4 million currently 
in operation, serve continuously as a dynamic influence in our enterprise system. 
It is often through them that new products and new processes are first brought 
into use. Equally important, it is in small concerns that many men and women 
find an opportunity to demonstrate their ability to serve constructively in the 
business world. For these and related reasons, Government policies that make 
it easier for new businesses to be established and that foster the growth of small 
concerns enhance the welfare of the whole economy. 

The Federal Government has a number of programs now in operation that 
are significantly helpful to small businesses. 

The Department of Commerce helps constantly in the solution of management 
problems for small businesses through its Office of Technical Services, Office 
of Area Development, Business and Defense Services Administration, and Office 
of Business Economics. 

Financial assistance is available to small concerns through the Small Business 
Administration. 

Jointly with the Department of Defense and with other Federal departments 
and agencies, the Small Business Administration assists small concerns in ob- 
taining Government procurement contracts. 

Many small construction companies and related businesses benefit from the 
home financing programs administered by the Housing and Home Finance 
Agency. 

The Office of Defense Mobilization seeks to strengthen the production potential 
of small firms in our defense programs. 

Through its enforcement of the antitrust laws, the Department of Justice helps 
maintain the competitive environment that is essential to the Nation’s economic 
welfare. 

These and other programs and policies of the Federal Government facilitate 
the establishment of new concerns and foster the growth of small businesses. 
Yet the conditions of our modern economy are such that many small concerns 
confront substantial hindrances to their growth. It is my wish that the Federal 
Government keep fully abreast of developments that affect small businesses. Its 
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programs and policies aimed at assisting small businesses should be carefully re- 
viewed at this time with the object of strengthening them where necessary, 
and of making recommendations for steps that will provide such enterprises with 
additional constructive assistance. 

To this end I am establishing a Cabinet Committee on Small Business of 
which I would like you to serve as Chairman. By copies of this letter I am 
designating the Secretaries of Defense, Commerce, Labor, the Director of the 
Office of Defense Mobilization, the Administrator of the Small Business Admin- 
istration and the Administrator of the Housing and Home Finance Agency as 
members. Other department and agency heads will participate on an ad hoe 
basis as may be deemed desirable. The Committee is to have the continuing 
assignment of making specific recommendations to me for administrative actions, 
and where necessary for additional legislation, to strengthen the economic posi- 
tion of small businesses and to foster their sound development. 

Sincerely, 
Dwicut D. EISENHOWER. 

The Cuarrman. Our next witness is Mr. Wendell B. Barnes, Ad- 
ministrator of the Small Business Administration. 

Mr. Barnes, we are delighted to have you, sir. We appreciate your 
coming, and your testimony will be listened to with interest and I 
know that we will profit by what you say. You may proceed in any 
way you desire. You may either read your statement that you have 
and attached enclosures, or you may put it in the record and summarize 
it if you desire, either way you want to proceed. 


TESTIMONY OF WENDELL B. BARNES, ADMINISTRATOR, SMALL 
BUSINESS ADMINISTRATION 


Mr. Barnes. Mr. Chairman, I would like to proceed with my state- 
ment because I believe it is more in order that way. 

The CuarrMan. You may do so. 

Mr. Barnes. Mr. Chairman and members of the committee, I am 
appearing today at the request of your chairman to testify on the 
financing problems of small business. 

I would like to start my testimony by describing the Small Business 
Administration’s business-loan program. 

SBA/’s business-loan program operates within the limits prescribed 
by the Small Business Act. Obviously, the agency cannot embark 
on any lending activity, regardless of its desirability, if it is not 
contempl: ated by the act 

Under section 207 (a), the Administration is empowered to make 
loans to small-business concerns. Such loans may be authorized to 
finance plant construction, or to finance the acquisition of equipment, 
or to supply small-business concerns with working capital, or to 
finance any other reasonable program of the borrower which is in 
the public interest and is to maintain a well-balanced economy. Our 
loans may be made in cooperation with lending institutions or directly, 
if a participation by a bank is not available. ‘SBA’s share of : any loan 
may not exceed a maximum of $250,000 to any one borrower except that 

rovision is made for loans in excess of $250,000 to corporations formed 
by groups of small-business concerns for the purpose of establishing 
facilities in and through such corporations to produce or secure raw 
material or supplies. In this case the limitation of $250,000 to any 
one borrower may be multiplied by the number of separate ‘small busi- 
nesses which have formed and capitalized such a corporation. 

In this connection, I would like to submit for the record a descrip- 
tion of the activities of SBA under its pool loan authority. 
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Mr. CuarrMan. I do not mean that these are to be included neces- 
sarily as a part of the record, but I wish to make them available to the 
committee and let the staff, determine which, if any, are included in 
the actual record. 

The Cuarrman. With the understanding that we may include any 
that we desire, it will be done. 

Mr. Barnes. These exhibits, as I mentioned, will be handed out to 
the committee. 

The Cuairman. That will be satisfactory, Mr. Barnes. 

Mr. Barnes. With some minor exceptions, loans may not be made 
for a period in excess of 10 years. The maximum rate of interest on 
business loans is established under the act at 6 percent. 

Section 207 (a) of the act provides that no business loans shall be 
made— 
unless the financial assistance applied for is not otherwise available on reason- 
able terms, and all loans made shall be of such sound value or so secured as 
reasonably to assure repayment * * *. 

The language which I have quoted establishes the statutory credit 
criteria which every business loan must meet if it is to be authorized 
under the Small Business Act. This requirement may be contrasted 
with the authority to make disaster loans contained in section 207 (b) 
of the act. Here such disaster loans may be made as the Administra- 
tion may determine to be necessary or appropriate because of floods 
or certain other catastrophes. No statutory credit criteria has been 
specified for disaster loans. 

Since the inauguration of the Small Business Administration’s 
financial-assistance program we have interpreted the statutory credit 
standards for business loans to require that a borrower to be eligible 
for an SBA loan must offer security. We have searched the legisla- 
tive history of the Small Business Act in vain for any indication that 
Congress intended this agency to make unsecured loans. Indeed, the 
evidence is to the contrary. 

For example, the House Select Committee on Small Business, in its 
progress report, 84th Congress, 1st session (May 17, 1954), at page 49, 
stated : 

The committee does not recommend supporting inefficient management or 
advancing funds which are not adequately secured. 

The clause, “* * * all loans made shall be of such sound value or so 
secured as reasonably to assure repayment * * *,” which appears in 
section 207 (a) of the Small Business Act, was adopted from the Recon- 
struction Finance Corporation Act. To my knowledge, the RFC did 
not make unsecured loans under this authority. 

I believe that the Congress was aware of our interpretation of the 
credit standards when from time to time it extended the Small Busi- 
ness Act without comment on the credit standards utilized by SBA. 
I assume, therefore, that under the usual rules of statutory construc- 
tion the Congress is satisfied with the interpretation and has, in effect, 
incorporated it in the Small Business Act by extending this legisla- 
tion without change. 

The remaining question is whether under the above-quoted language 
of section 207 (a) the Small Business Administration is authorized 
to make a loan to a borrower who offers ample security but cannot 
demonstrate ability to repay the loan from earnings. We think the 
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Small Business Act is clear on this point and that such loans are not 
authorized. The act requires that all business loans be such “as rea- 
sonably to assure repayment * * *,.” We do not find any indication 
that in the opinion of the Congress it is in the interest of any small- 
business borrower to receive a loan, no matter how well secured, if 
it does not appear that the borrower can repay the loan out of earn- 
ings. I do not believe it is in the public interest to make a loan to a 
borrower who cannot repay the loan except by liquidation of his col- 
lateral; I do not believe that the Congress intended such loans to 
be made. 

While, as IT have indicated, SBA requires that its business loans be 
secured and that the borrower demonstrate ability to repay, this is 
not an inflexible rule. By this I mean that the emphasis may be 
shifted to either of these dual requirements in order to permit us to 
authorize a loan to a credit-worthy borrower. Thus, a borrower whose 
collateral is thin will be eligible if his projected ability to repay can 
be demonstrated. Or, on the other hand, if future earnings of the 
borrower are less promising but the collateral offered is ample, again 
the borrower is eligible under our credit standards for business loans. 

T do not wish to burden this committee with a detailed statistical 
analysis of the SBA’s business-loan program. I am submitting as 
exhibit I, attached to my statement, 2 breakdown of business loans by 
type approved through September 30, 1957. This analvsis indicates 
that we have made 7,856 loans totaling $361,298,345; SBA’s share of 
the total amounted to $301,089.289. 

Exhibit IT shows the proposed use of these b siness loans. The tab- 
ulation indicates the following use of proceeds of business loans: 

ee 
Working capital . 
Facilities (plant and re al ‘est ate) ~ = aa ‘ ; 4 2 
Consolidation of obligations__-_ 
Equipment (machinery and chattels) 

T understand that for the purnose of this hearing the committee is 
more interested in the loans the SBA has not made than in those made. 
Tshall pass on to that subject. 

Despite sympathetic cor sideration and thorough review, during the 
period from October 1, 1953. when SBA was authorized to start its 
lending program, through September 30, 1957, approximately 7,400 
loan applications were declined. Exhibit TIT is a tabulation of the 
reasons for declining applications. It indicates that the most frequent 
reason for declining business-loan applications was that the earning 
ability of the applicant was not demonstrated sufficiently to give rea- 
sonable assurance that the loan could be repaid in the future. Of the 
total reasons for declination, this reason appeared in 38.9 percent of the 
total. All of the reasons for declination, and their frequency in terms 


of a percentage of the total reasons, are as follows: 
Percent 
Earning ability not demonstrated_- 
Insufficient collateral 
Insufficient equity investment (ineluding disproportionate debt-net worth 
ratio) 
Need for SBA funds not demonstrated 
Unsatisfactory financial condition 
ee OCI a di dbl Sd ech Abndd cn cahis balevnnrmnentbsaben aed ecient dedaicicaceelsblda bali bea hhi Os edict 
NS BONDS sss. bepncsrcscnisace one oectoadatigmenmmnesin a eeneancmepsnbeninet 4,1 


98956—57—pt. 1——-15 
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It will be noted that the above statistics are presented in terms of the 
percentages of the reasons for decline of loans and that there are 
more reasons for decline than actual declined applications, since in 
almost every instance a loan is declined for more than one reason. 

In the letter from your chairman relating to my appearance at this 
hearing, a particular interest was expressed in the declines for the rea- 
sons of the ratio of capital and net worth to total debts. Perhaps it 
might be helpful to the committee to have further information on this 
subject. 

Lenders and trade associations for several years have been collect- 
ing information upon the amount of capital required in various in- 
dustries to operate successfully. In order to make this information 
available in the widest possible manner, the SBA has published a 
management aid for the guidance of small firms in the use of business 
ratios. I would like to submit a copy of this publication for the 
use of the committee. 

This will be passed out. And, as in the case of the others, the staff 
can decide how much, if any, should be included in the record. 

The ratios, of course, vary from one industry to another. It might 
be observed that, in its own loan program, SBA, in assessing the 
financial condition of the applicant as shown by the ratio of his net 
worth to total debts, has not followed an inilexible rule. In general, 
we have used a more liberal concept of the ratios than is indicated in 
the various studies of business ratios because there are usually un- 
usual circumstances surrounding the businesses of applicants who 
have been unable to obtain credit from private sources and have re- 
sorted to the Small Business Administration for loans. 


OTHER SOURCES OF CREDIT FOR SMALL BUSINESS 


I would like now to discuss briefly some other sources of long- 
term credit and equity financing av ailable to small business, because 
it is evident that, in evaluating the adequacy of financing for small 
business, it is important to consider the alternative sources of credit 
which exist today. I do not mean the ones I am going to discuss are 
necessarily all of the sources. 


INSURANCE COMPANIES 


This committee has already had presented to it the study of the Life 
Insurance Association of America, Survey of Life Insurance Loans 
to Business and Industry, which has indicated great activity in this 
field by life-insurance companies. This credit has taken the form, 
mainly, of mortgage loans and, to a limited extent, debt securities 
by private placement. I think this committee would be interested in 
an article that appeared in the July 1956 issue of the Spectator, 
which is a magazine for the insurance industry generally, discussing 
how insurance companies can help small businesses. I will submit 
this as an exhibit. It was prepared in the Small Business Adminis- 
tration and appeared over my signature. 

The SBA invited life-insurance companies to create small-busi- 
ness programs in an effort to make small-business men more familiar 
with financing opportunities available. We also held a meeting with 
the insurance companies, and invited members of the leading com- 
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panies here to discuss in person with them these same ideas. But, 
of course, this effort was entirely persuasive on our part, and what- 
ever they do is voluntary on their part. 

Some insurance companies have created industrial-loan programs 
and have made a substantial volume of loans. Mortgage loans by in- 
surance companies are an important source of financing smal]-busi- 
ness plant construction and acquisition of real estate. Also, policy 
loans by insurance companies to owners of small businesses un- 
doubtedly help solve many types of financial problems of many 
small-business proprietors and are a very real source of credit and, 
in some instances, of capital. 


FACTORS AND COMMERCIAL FINANCE COMPANTES 


Small businesses in certain industries have been able to meet some 
of their financial requirements through financial companies engaging 
in factoring or similar financing through the assignment of accounts 
receivable. Also, some commercial financial companies, which nor- 
mally advance consumer credit through installment loans, extend 
short-term credit to small businesses which is also secured by accounts 
receivable. 

SUPPLIERS 


Credit granted directly through suppliers plays an important role 
in the financing of almost every type of small business. We have 
found such financing to be highly important to many industries, such 
as the trucking and roadbuilding industries. Although some studies 
have shown that supplier credit is only 10 to 20 percent of the total 
of the initial investment, it is undoubtedly much higher for a going 
concern. Our own analysis of the statistics of income for 1953, pub- 
lished by the Internal Revenue Service, shows that, for the smallest 
manufacturing companies, credit granted chiefly by suppliers in the 
form of accounts and notes payable are 32 percent of the total assets 
of such companies. 

VENTURE-CAPITAL COMPANIES 


A source of credit, or, more often, capital, still in its embryonic 
stage, is the private-venture company. There are at present only a 
few of such companies. 


RETAINED EARNINGS AND DEPRECIATION RESERVES 


Undistributed profits or retained earnings are an important source 
of internal financing. For the first half of 1957, they accounted for 
8.5 percent of the total profits after taxes, according to figures com- 
piled by the Department of Commerce in its survey of current busi- 
ness. Depreciation reserves may also be described as a form of inter- 
nal financing. This type of financing is frequently indicated on finan- 
cial statements filed with the SBA by loan applicants. 


COMMERCIAL BANKS 


Commercial banks remain, as they have been in the past, the prin- 
cipal source of credit for the small businesses of the country. Since 
World War II, the commercial banking system has broadened its serv- 
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ices to small-business concerns. These methods of lending have been 
in the area of accounts-receivable financing, field-warehouse loa 
financing of machinery and equipment on an installment basis, a 
consumer installment financing. 

Term loans, in banking parlance, include those of maturities of over 
1 year. Since the Small Business Administration can make loans up 
to a period of 10 years, the SBA loans, with few exceptions, are long- 
term loans, with an average maturity of 5 years. A number of banks 
have established small-business departments to expand their lending 
activity in the term-loan field. 

The Federal Reserve Board, in a survey of commercial and indus- 
trial loans made by member banks, found that the term loans accounted 
for 34 percent of member-bank, business-loan portfolios in the month 
of October 1955, which was about the same proportion as in its pre- 
vious study in November 1946. For those firms with assets under 
$50,000, the ratio of the term loans to total bank borrowing rose from 
29 to 41 percent since 1946. The ratio of term loans to total borrow- 
ing for firms with assets between $50,000 and $250,000 was 29 percent, 
and for firms with assets between $250,000 and $1 million was 23 per- 
cent. This compared with ratios of 49 percent for firms between $25 
million and $100 million, and 45 percent for firms with assets of $100 
million and over. 

To appraise the picture properly, it is important to consider not 
enly the percentage term loans bear to total borrowing but also the 
total credit which is being extended to small businesses by banks. 

The 1955 study by the Federal Reserve Board showed that in the 
distribution of member bank loans by size, there was a shift away 
from the smallest businesses to the intermediate categories. From 
1946 to 1955, for borrowers with assets under $50,000, the amount 
of loans by member banks by amount decreased from 9.2 to 5.5 per- 
cent and by number from 64.5 to 46.2 percent. For firms between 
$50,000 and $250,000 in assets there was a decrease from 16.4 to 14.5 
percent by amount, but an increase from 24 percent to 35.6 percent by 
number. 

It should be noted that a survey by the Department of Commerce, 
about which Assistant Secretary of Commerce Frederick H. Mueller 
will testify more fully, has indicated that the smaller firms are less 
eager than the larger firms to obtain financing from outside sources. 

A recent analysis of loans made by the Small Business Administra- 
tion in each State, compared to the income of commercial establish- 
ments in the State, indicates that a larger portion of SBA business 
loans go to businesses in nonindustrial States. This suggests that the 
financing needs of small business are more adequately met in the indus- 
trialized areas. 

A factor in evaluation of the term loan picture has been restrictive 
policies designed to prevent inflation and the impact of these policies 
on small business.. Despite these policies, it is important to observe 
that the total amount of bank loans outstanding have increased during 
the last 2 years. Thus, between September 1955 and September 1957, 
business loans outstanding of weekly reporting member banks of the 
Federal Reserve System increased from $24.4 billion in 1955 to $29.7 

billion in 1956 and to $31.9 billion in 1957. In view of the tremendous 
expansion of credit which has occurred even within the last 2 years, 
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there is no doubt but that the claim made by the private banking sys- 
tems that the amount of credit going to small business has increased is 
a correct statement. 

There has been a question raised as to whether that increase in 
credit to small business has been proportionate to that going to larger 
businesses. The Federal Reserve survey of new business loans cover- 
ing 91 large banks in 19 financail centers showed that new business 
loans of less than $10,000 in size made in the first 2 weeks of June 1956 
just equaled the amount of such loans made in the comparable 1955 
period. By contrast, new business loans of $200,000 and over increased 
from $1.5 billion to $2.3 billion. 

The results of the new Federal Reserve Board survey will give 
definitive answers to the question as to what has been happening to 
credit for small business during the last 2 years. 


DEVELOPMENT CREDIT CORPORATIONS 


I would like to turn now to development credit corporations which 
are of growing inaportance as another source of financing for small 
business. They have been of particular interest to the SBA because 
we have made loans in participation with them and loans to benefit 
smal] businesses through them. 

The subject of development corporations, their structure, their 
purposes and their operations, has been covered in the pamphlet, Devel- 
opment Credit Corporations, published by the Small Business Admin- 
istration in March 1954. A copy of this pamphlet was furnished 
by the SBA to the governor, the attorney general and the legislative 
counsel or department of commerce of each State, and to the office of 
each Member of the Congress. A copy of this pamphlet is being sup- 
plied to the committee for the use of the staff. 

Development credit corporations, other than those organized by 
private individuals for profit, are of two types: Statewide development 
corporations and local industrial foundations, or local development 
corporations. 

In the case of the State corporations, the corporation generally 
includes as members (in addition to stockholders) financial institu- 
tions which are required to provide funds on the call of the corporation. 
The State development-credit corporations are financial institutions, 
and SBA will participate with them in loans to eligible small-business 
concerns or, in the case of disaster loans, to other worthy businesses. 

The community industrial foundations or local development. cor- 
porations (they may or may not be so called), on the other hand, are 
more limited in scope of operations and availability of financing. 
Capital must usually be raised by sale of stock to local residents, a 
limiting factor of itself. Additional funds to finance their operations 
must, therefore, frequently be sought from outside financial institu- 
tions on the same basis as other borrowers. They do not have, as 
statewide development corporations do, a membership composed of 
financial institutions subject to call. And, while the statewide cor- 
porations are normally profitmaking corporations, the average local 
foundation or development corporation is a nonprofit organization, 
the stockholders of which benefit indirectly through increased business 
activity in the community or by the distribution of net assets upon 
liquidation of the foundation. It is the local type of corporation that 
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will usually turn to SBA for financial assistance to assist in the 
construction of industrial facilities. 

The Small Business Administration wishes to promote the activi- 
ties of, and cooperate with, development corporations which are inter- 
ested in furthering the growth and expansion of industry in their 
communities. Such corporations will increase not only the well-being 
of their communities but also the well-being of the Nation, by giving 
industries the advantages of optimum use of natural resources, freight 
rates, labor supply, proximity to markets, and other economic advan- 
tages. At the same time, the Small Business Administration will not 
promote the relocations of industries in which the primary incentive 
1s a local subsidy or where relocation is either from an area of present 
labor surplus or where the relocation will cause serious unemployment. 

While the Small Business Administration is sympathetic with the 
purposes and activities of development corporations and is most 
anxious to render all possible aid, the assistance it may render must, 
of course, be within the limits of our statutory authority. The Small 
Business Act of 1953, as amended, gives no authority to make loans 
to development corporations as such, and development corporations 
are not small-business concerns within the meaning of the act. 

On the other hand, under accepted rules of statutory construction, 
it is proper to interpret the provisions of such legislation as broadly 
as is reasonably possible, so as not to deprive of assistance those 
intended to be assisted by such legislation. Accordingly, recognizing 
that some deserving small-business concerns might best be aided by 
indirect assistance through the medium of a loan to an intermediary 
local development corporation, we will consider applications for loans 
to such corporations where the corporation submits a firm plan satis- 
factory to the SBA establishing that the proceeds of the loan will 
assist a small-business concern otherwise eligible under the Small 
Business Act and our loan policy statement. 

The SBA loan policy statement precludes the granting of financial 
assistance where the loan proceeds will provide funds for speculation 
in any kind of property, or where such proceeds will provide capi- 
tal to an enterprise primarily engaged in the business of lending 
or investment. Additionally, therefore, we require that the corpora- 
tion be organized as a civic enterprise to assist and promote the de- 
velopment and expansion of business concerns and opportunities (par- 
ticularly of and for small-business concerns) in the locality; that 
there be a broad base of ownership by civic-minded residents and 
others having an interest in the community; that there be no specu- 
lation involved and that any moneys (except such moneys as are re- 
quired for administrative purposes) derived from the activities of 
the corporation be primarily devoted to further its purpose of im- 
proving the economy of the community. 

Only after it has been determined that the local development cor- 
poration has a firm plan to assist a small-business concern otherwise 
eligible under the Small Business Act and our loan policy statement, 
does the question of corporate organization, corporate purposes, and 
methods of operation become an issue. At that time, SBA will, upon 
request, examine the articles of incorporation and bylaws of any such 
corporation to determine whether they conform to our requirements. 
We have maintained a continuing interest in both State and local cor- 
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yorations, and, as a matter of fact, we have commissioned a study to 
ie made by two qualified university professors of the scope, function, 
authority, and activities of State and local development corporations 
to provide information for policy determinations by the SBA and 
possible legislative recommendations. 

The SBA has approved 16 loans to local development corporations 
for a total of $1,364,417. Of these approved loans, 5 were in labor- 
surplus areas for a total amount of $620,000. 

In addition to the five loans made to development corporations in 

classified surplus labor areas, a loan was made to the De Queen De- 

ee Corp., De Queen, Ark., in May 1954, in the amount of 
$166,667. De Queen is in Servier "County, Ark., immediately north 
of the Texarkana area which was classified as a surplus labor area. 
The De Queen area is not a labor area of sufficient size to be classified. 
A list of these 16 loans made to development corporations is attached 
in exhibit TV. 

Mr. Frederick H. Mueiler, Assistant Secretary of Commerce, will 
supply more information to the committee on a study made by the 
Department of the local and State development corporations. 


EQUITY FINANCING 


I would like to turn now to the problem of equity financing for 
small business. There is little authoritative information on a quali- 
tative and quantitative basis on the credit needs and capital funds 
available to small businesses. The survey to be undertaken by the 
Federal Reserve Board, which will no doubt be discussed more in 
detail by their representative, contemplates an empiric investigation 
to compile all the necessary facts and will be based in large part on 
a field inquiry in which accounting statements are obtained from small 
businesses in a wide range of industry groups. Until now, the infor- 

mation we have obtained is complicated by certain imponderables such 
as the fact that many owners of small firms do not want outside fi- 
nancing because they do not want to dilute their equity and are fear- 
ful of losing control of their business. Another imponderable is the 
fact that many small firms are able to raise necessary funds without 
difficulty from the savings of the proprietor, his relatives, or from 
friends. 

Surveys conducted in the past by the Department of Commerce and 
by Federal Reserve banks have shown that as much as two-thirds of 
total credit required for new wholesale and retail firms have come from 
personal savings of the owner. It should be noted that in the case 
of private offerings, that is, offerings made to 21 persons or less of 
securities, registration requirements imposed by the Securities and 
Exchange Commission do not apply. 

The most authoritative recent survey in the field is one entitled, 
“Survey of Current Business,” published by the Department of Com- 
merce in October 1955. Mr. Frederick H. Mueller, Assistant Sec- 
retary of Commerce, will have more information on this survey. 


SALE OF SECURITIES 


Regulation A of the Securities and Exchange Commission pro- 
vides a simplified registration procedure for issues between $100,- 
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000 and $300,000. Insofar as the filings under regulation A indi- 
cate the supply of equity capital available to small business, the 
trend is downward. However, these filings measure a very small 
part of the equity capital made available to small business, since, 
as indicated previously, the major sources are from earnings of the 
proprietor, and from relatives and friends through private offer- 
ings. 

Corporate securities offerings during the period January to May 
1957 were higher than during the same months of 1956. The increase 
in the total was from $4, 346 million to.‘ $5,285 million. There was 
a similar increase in offer ings of equity securities (common and pre- 
ferred) from $990 million to $1,264 million. On the other hand, 
a significant decrease occurred in offerings of securities (stocks and 
bonds) pursuant to regulation A which decre: ased during the period 
from $86 million to $49 million. The slump in mining issues, par- 
ticularly the disappearance of the boom in uranium “securities, is 
largely responsible for the reduction in regulation A issues. 

The SBA has endorsed and given testimony in favor of a pro- 
posal that the maximum amount of an issue of cor porate securities 
which the Securities and Exchange Commission may exempt from 
registration be increased from § $300,000 to $500,000. This change 
seems reasonable in view of the gr eat change in the price level since 
the $300,000 limit was set in 1945. A bill “embodying this proposal 

S. 2299) was passed by the Senate and is now pending in the House 

ommittee on Interstate and Foreign Commerce. 

There is no exact estimate available on the extent of s savings in 
costs if this bill was passed, but in our own soundings, we have found 
such savings to be substantial. One estimate furnished to us by 
an attorney who has specialized in the flotation of small issues is 
that the savings in legal, accounting, and printing costs under regu- 
lation A, as contrasted with full registration, amounts to between 
$15,000 and $25,000. This savings in cost is extremely important 
in the case of a small issue, particularly since the underwriting 
costs and other costs of flotation are substantially higher on a per- 
centage basis for a small issue than for a larger one. 

The Securities and Exchange Commission in a study of 4 post- 
war years has shown that total costs average 11.5 percent of proceeds 
for flotations between $1 million and $2 million, as contrasted with 
costs of 22 percent for flotations smaller than $500,000. If the limit 
were raised, stock issues which might other wise be in the amount 
of $300,000 would no doubt be raised to $ $500,000 ; issues which other- 
wise might be under full registration might be switched to regula- 
tion A; or, it might make economically feasible a flotation which 
otherwise might be economically infeasible. 

Because of the undoubted advantages to small business of the noti- 
fication procedures under the present limit of $300,000, the SBA has 
conferred frequently in the last 2 years with the SEC, expressing 
opposition as an advocate of small ‘business to certain proposals to 
tighten regulation A requirements. We are gratified that several such 
proposals have been modified in accordance with our views. 

Although the Small Business Administration has no statutory 
responsibility in the field of equity financing, we have, nonetheless, 


=) 
been interested in stimulating this type of financing. We have referred 
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loan applicants to interested investment banking firms and have sup- 

lied each financial specialist in our field offices with a copy of the 
- vestment Banking Association Blue Book with a list of investment 
bankers in each geographical ares 

In many cases, we find sit uations presented to us in which the appli- 

cant is in an expanding industry or has special growth prospects of 
its own which might attract investors on a risk basis. We may find 
that equity financing is appropriate or even preferable not only 
because of the risk character of the c capital investment but because 
of the freedom from interest charges during the struggle phase of 
its existence. We have had consultations with the Investment Bank- 
ers Association, which has appointed a small business committee of 
its own. A booklet, Equity Capital for Small Business Corporations, 
prepared by the Investment Bankers Association, which gives a com- 
prehensive statement on financing business, has been distributed 
through our field offices. Copies are being made available to the 
committee. 

(For booklet referred to, see pp. 372-381. 

Mr. Barnes. It is believed that if more small companies were made 
familiar with the opportunities of capital expansion, and if the defeat- 
ist attitude as to security financing were dispelled, there would be 
more flotations of this type. Despite the discouraging figures on 
regulation A financing, many cases have been observed where indi- 
vidual companies with interesting growth prospects have floated 
issues more successfully in the last 2 2 years than they might have been 
able to do during the early postwar “period when the interest in the 
securities market was not as great as it istoday. From the 1949 period, 
as the yield on Dow-Jones stocks has dropped and prices have gone 
up with a decreased chance of capital-gains enhancement, many 
investors have looked with renewed interest to the c: ipital gains pros- 
pects of the smaller companies. 

We estimate that there are 125,000 or more likely candidates for 
public financing among small businesses and yet public issues for 
all kinds and sizes of corporations today are less than 15,000. Thus 
there may well be over 100,000 small een which need and would 
benefit from public financing and yet apparently have not availed 
themselves of the opportunity. 

As a further step in expanding equity financing for small businesses 
and removing technical obstac ‘les in the way of registration, the Small 
Business Administration has arranged a conference with businessmen, 
leaders in the investment banking community, and the Securities and 
Exchange Commission to be held in Washington later this month 
which will discuss w: ays and means of fac ilitating i issuing of securities 
of small businesses. 

I would like to call to your attention the fact that the President has 
recommended a change in the tax law which upon enactment would 
have a tremendous impetus in enabling small-business firms to sell 
their securities. This change, which was incorporated in the Presi- 
dent’s letter to Jere Cooper, chairman of the C ommittee on Ways and 
Means of the House of Representatives, on July 15, 1957, would permit 
an original investor in a small business the right to deduct from his 
income, up to a maximum amount prescribed by Congress, a loss, if 
any, realized on a stock investment in such business. At the present 
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time, the deduction of such losses from income is subject to the general 
limitation on net capital losses of $1,000. This recommendation is 
of great significance by reason of the continuing difficulties encoun- 
tered by small firms in obtaining equity capital. It is believed that the 
proposed change would give investors a great stimulus for investment 
of equity capital in eligible small firms. 

This seatiadies my prepared statement. I shall be glad to endeavor 
to answer any aaethins which the members of the commitee may wish 
to ask. 

(Exhibits Nos. I, IT, ITI, and IV, referred to in Mr. Barnes’ state- 
ment, are as follows :) 


SMALL BUSINESS ADMINISTRATION 


Exursit I.—Business loans approved, by type, cumulative through Sept. 30, 1957 


Amount 


Type Number Small 
Total Business 
Administra- 
tion share 


Lttinlininbineieemnnadanep hes dietnns seh eerste aneseanies 7, $361, 298, 345 $301, 089, 289 


al, Setlists Ae inden nb aig aknidddbbenemermeenas anes 2,411 | 103, 880, 830 “103, 880, 830 
eid i entnint Bin neg amanebnbedmbinnbeinn 5,445 | 257, 417, 515 197, 208, 459 






















a a cathe ocimeles ----| 2, 286 100, 169, 823 74, 163, 282 
TE SE SEAS FSS Le Se ihemtapaeende 3, 159 157, 247, 692 123, 045, 177 
| i 


Exuisit II.—Proposed uses of business loans approved, cumulative through 
Sept. 30, 1957 


Loans approved 


Amount | Percent 
| of total 


| 










a i ae all ge el aa alemsten deter garpebtebueege on $361, 298, 345 | 100.0 
ak cn sinned icctenadimeihe kamen sitinw ai 4 132, 627, 461 | 36.7 
ee inn SSSR bg cikwok sich op Meadehegachaivecaewiecaducantbe 87, 359, 997 | 24.2 
I lr ND is coca. hk x spre ead dase alae bie iors hah adaagacenena pa mink 101, 172, 992 28.0 
Titania ebsites nebiosidp taaidlabiniches ng Aigeaies shined tatscacdaducgny Sieniatinetacts ose eset 40, 137, 895 11.1 


Exursit IlI.—Reasons for declining business-loan applications, period May 1, 
1954, through Sept. 30, 1957 


[Total applications declined, 7,018] 
















Reasons Number 






Percent 
of total 





a ae, at wdbbedntsliinide’ ; 15, 272 100.0 





Earning ability not demonstrated or assured for future_.....___._____- 5, 941 38.9 
Insufficient collateral - 5 3, 617 23.7 
Insufficient equity inv estment (including disproportionate debt-net worth ratio) 2, 567 16.8 
Need for Small Business Administration funds not demonstrated ___- ‘pio aie 1, 049 6.9 
Unsatisfactory financial condition. - -_- . ; ‘ 7 1, 198 7.8 
I 6 606 Gos Bed edd oo abcdectbund sea dembusdcceucdnaed neatnns 278 1.8 
Nil octet natin wiethindihearepagventnt eich Ceiatiae eRe hdinbenernnes 622 4.1 








1 Total number of reasons is in excess of number applications declined because in most instances 2 or more 
reasons for declination were given. 
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ExHisit 1V.—Approved development corporation loans (cumulative through 


Name and location 


Alabam 
1. Dadeville Industries, Inc., Dadeville..-.- 


2. Dadeville Industries, Inc 
3. Conecuh Development Corp., 
green. 
Arkansas: 
4. De Queen 
Queen. 
Connecticut: 
5. Wauregan Mills, Inc., Wauregan 


Ever- 


Development Corp., De 


Georgia: 
6. Bacon County Industrial Development 
Association, Inc., Alma. 
Kentucky: 
7. Committee for Metcalfe County, Inc., 
Edmonton. 
Minnesota: 
8. Alexandria Developers, Inc., Alexandria _ 
9. Pine City Development Corp., Pine 


10. David City Co., David City 
Pennsylvania: 

11. Altoona Enterprises, Inc., Altoona. -- 

12. Altoona Enterprises, Inc., Altoona. 
South Carolina: 

13. Wagener Holding Corp., Wagener. - - - 
Tennessee: 

14. Macon Industrial Corp., Lafayette.. 

15. La Follette Development Corp., La 

Follette. 

Virginia: 


16. Little Cedar Building Corp., Lebanon. 


Nov. 19, 1957) 


Type of loan and Small 
Business Administration 
percentage of participation 


75 percent immediate par- 
Se. 


60 percent deferred partici- 
pation. 


90 percent deferred partici- 
pation. 


69.8 percent immediate par- 
ticipation. 


75 percent participation 
90 percent participation - --- 


PNG icin ceitanel tadeten bun 
90 percent participation 
75 percent participation 


28 percent participation - - -- 
8744 percent participation - - - 


79.4 percent participation___. 


.| 90 percent participation. . - 


80 percent participation. - ._- 


53.3 percent participation_-_.. 





The Cuarrman. Thank you, Mr. Barnes. 
Mr. — of Tennessee is recognized. 


Mr. Evin 





Date 
approved 


May 
Aug. 
Jan. 

May 
July 
May 


Apr. 


July 


Nov. 


Apr. 


ea 
Sept. 
Sept. 


July 
May 


Aug. 


25, 1955 
10, 1956 
27, 1955 
28, 1954 
29, 1954 

3, 1957 


23, 1957 


10, 1956 
16, 1953 


22, 1957 


a 
20, 1955 


7, 1955 


20, 1956 
21, 1956 


23, 1956 


Total 
amount 
approved 


$30, 000 
42, 750 
45, 000 

166, 667 

215, 000 
40, 000 


75, 000 


35, 000 
15, 000 


50, 000 
250, 000 


85, 000 


Mr. Barnes, I think you have given the committee a 


comprehensive e statement not only of your activities but also regard- 
ing other areas of credit and capital needs of small business. I sup- 
pose that your shop has not been in operation long enough to have 
developed any great history regarding the amount of repayment of 
loans which SBA has made. Could you give us any information 
about the percentage of repayments by those to whom you have made 
loans ? 

Mr. Barnes. No, sir; I was not asked to do that. I rather con- 
fined my statement and the information furnished to the general 
financing field. I would be happy to supply a schedule showing 
the present repayment record of SBA loans, if you would like to 
have it. 

Mr. Evtns. I think it would be helpful. It would be evidence in- 
dicating that loans which you are making are being repaid, and that 
they are sound and good loans. Perhaps you could see that in 
making those loans you 1 did not take much of a credit risk. 

( The information requested follows :) 
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Small Business Administration—Report of business-loan writeoffs and 
delinquencies as of Sept. 25, 1957 





Number Amount Principal 

disbursed balance 
i ak 103 | $4, 431, 495 $3, 135, 421 
Loans delinquent over 60 days---.---...-..--.-.--------....--- | 110 4, 498, 822 3, 582, 933 
tae re odd 213 8, 930, 317 6, 718, 354 


LOSS EXPERIENCE 


Through September 30, 1957, the amount of principal of business loans 
eharged off totaled $145,571. If, in addition, the entire principal amount of 
loans in liquidation and loans delinquent over 60 days as reflected above were 
written off, this would represent a total principal loss (including amounts al- 
ready charged off) of $5,741,960 (SBA share). This represents 2.6 percent of 
the SBA share of the total amount disbursed on loans through September 30, 1957, 
However, it is anticipated that at least a part of the loans delinquent over 60 days 
will be able to work out of their present difficulties, and, with respect to the 
remaining delinquencies and loans in liquidation, the collateral taken in connec- 
tion with such loans will provide for a considerable recovery. Consequently, the 
actual loss will be somewhat less than the $5,741,960 quoted above. 

Mr. Evrns. One other thing. Would you tell us what part of the 
amount of loans that you indicated the Small Business Administra- 
tion had made were bank-participating loans? 

Mr. Barnes. Yes, sir. I can give you specific figures for each 
year, if you would like. The total participation in the first couple 
of years was around 66 percent; 66 percent of the loans had bank 
participations. 

In 1956, 70.2 percent had bank participations. In 1957, there was 
70.6 percent. And in the first 3 months of this fiscal year, the per- 
centage was 66.1 percent. So it has dropped off slightly in the last 
3 or 4 months over what it was during the full fiscal years. 

Mr. Evins. That means that the loans, more than 70 percent, SBA 
is making are so sound that even the banks are participating in them? 

Mr. Barnes. Yes, sir. 

Mr. Evins. You discussed insurance companies as a source of loans 
for small business. A report was presented to the committee yes- 
terday on that, and we had testimony that the great bulk of those 
were larger loans, and that, when loans were made to small business, 
the interest rates for those loans were higher. That is the general 
picture, though there are some exceptions to that general picture. 

One other thing I wanted to make reference to. You indicated 
that often the supplier is a source of credit and capital for small busi- 
ness. That is a source of credit to small business which has a tend- 
ency toward monopoly and control. If a food supplier supplies 
credit to the retail stores, ultimately they own the retail outlets. We 
had an experience years ago of where the breweries owned the saloons, 
They made credit to the saloons and ultimately they owned the 
saloons. So, I should think that that would not be too good as an 
example of a source of credit and to which you would want to point 
with pride. 

Mr. Barnes. Please do not misunderstand my statement. In an 
effort to help the committee, I was pointing out, as far as I could, 
the present situation as I see it. I was not recommending or advocat- 


ae See Cs OO oo 





PROBLEMS OF SMALL-BUSINESS FINANCING 233 


ing any of these particular things particularly, except insofar as I 
sald so. A 

However, I think it would be a great mistake not to recognize that 
almost every small business relies very much on various types of credit 
which are furnished by its suppliers. I see it constantly m practi- 
cally every application. This is a percentage that a small-business 
man relies on. I know some of the tremendous loans and financing 
done by large companies are done to help their dealers. I know as 
much as $50 million or $55 million in 1 company that is out to its 
dealers, and some of them have very highly organized programs of 
financing their dealers, of lending up to specified amounts. And 
that is all I meant to do, just to indicate in your study this 1s a major 
source of financing which small businesses at present rely on. 

Mr. Evins. Thank you, Mr. Barnes. In this emergency situation, 
your agency is doing great work, and there must be a lot of satisfac- 
tion in performing your job. The difficulty with which we are con- 
fronted is that it does not go far enough. 

That is all, Mr. Chairman. 

The Cuarrman. Mr. Hill. 

Mr. Hitz. Mr. Barnes, I think this is a very excellent statement. 
I would just like to ask one question in the interest of time. 

What has been the overall picture of your experience working with 
the development corporations in the various States? Is that working 
out satisfactorily according to the SBA office here in Washington ? 

Mr. Barnes. I have indicated the ways in which we can collaborate 
with them. As to the State corporations, their volume is not as yet 
large, I think an objective observer could say. My personal feeling 
is that the State corporations can explore much more fully than they 
have in the past their ability to participate with SBA on loans. They 
are restricted in the amount of funds they have available in each State. 
Yet we have classified them as financing institutions, and it would be 
possible for any State development corporation to considerably ex- 
pand its functions and its activities by asking us to participate in 
some of their loans. 

Of course, I do not encourage that beyond stating that it is possible. 
A few of them have done so. The development company in Connecti- 
cut has participated in a couple of loans with us. The others have 
not. I believe this is a type of financing that they would find useful 
in extending their own services to small businesses in their State. 

Mr. Hitt. Were you in the room yesterday when the testimony was 
given to the committee concerning the expansion of the Federal Re- 
serve activity into the field of assistance to the small-business loans? 

Mr. Barnes. No, sir; I was not. 

Mr. Hii. It seemed to me that this field might at least bear some 
real fruit if properly cultivated. 

Mr. Barnes. Do you have reference to these capital banks? My 
testimony would be along the line of Secretary Anderson’s, to the 
effect that I would like to see the Federal Reserve Board study com- 
pleted. The Federal Reserve Board study and the people making the 
study have been most cooperative with us in many of the questions 
that are included. At least the members of this committee probably 
know that we have from time to time issued questionnaires and we had 
planned a rather substantial one this fall. Most every question that 
we had planned ourselves, and many more, are being included in their 
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study, and I think it will give us some very real information on the 
need for that type of a new procedure or new institutions. 

Now, in analyzing the SBA program, I would like to make certain 
that this committee understands well that in the Small Business Ad- 
ministration loans at present, to a degree there is some capital finane- 
ing involved. This is made clear from the purposes to which the funds 
are applied. If you use accounting tests as to the purposes, you would 
have to classify some of the SBA funds as being used for capital pur- 
poses. So that I think, to a degree, the Small Business Administra- 
tion is now performing that function. 

I would also like to go, not as an official position, but to go on record 
as my personal feelings on this subject, that I believe that this com- 
mittee, that is so interested in small businesses’ welfare and the Con- 
gress through your recommendations to the Congress, can go beyond 
what has presently been done and what has been made available to 
small business in equity financing from private sources. 

In my statement, I discussed some of the things that had been recom- 
mended, and I have with all sincerity arranged for this conference to 
be held later this month to explore the techniques and the procedures 
that may be used to open equity financing from private sources to 
small firms. 

The reason for this is obvious. The amount of funds under discus- 
sion, even from the Federal Reserve sources, $800 million, when com- 
pared with the type of financing that would be available if we could 
find the answer that would unlock the attractiveness of small firms 
to investors, is very small. Over $100 million in values of securities 
listed on the major markets—only a small part of that would be of 
very great assistance to small firms, and certainly the market cannot 
be as attractive to those who wish to have higher earnings on their 
investment than is presently available from the blue-chip stocks. 

I believe that through raising the limit for regulation A, and 
through the enactment of a new tax law, which from my observation 
of what it has done in the oil industry to make oil investments attrac- 
tive—a similar type provision—and through other things that can be 
explored, that there are some steps that should be taken simultane- 
ously with anything else that is done. 

I am going to do what I can myself and I am going to be prepared 
to make such recommendations as I can develop to this committee 
on this general subject. 

Mr. Huw. Let me ask one further question along the same line. 
Am I right in assuming in my own thinking that if we enacted a 
simple tax measure granting certain limited relief to small business, 
revenue would not be reduced? I cannot see how, if you help hun- 
dreds of small business firms, who are having trouble securing equity 
capital, by reducing their taxes so they can plow back into the firm 
their first $10,000 or $25,000 profits, you would reduce the collection 
of revenue by the United States Treasury. I do not think that even 
borders on the facts of the case. I think you would increase the rev- 
enue of the Federal Government. 

Mr. Barnes. Are you speaking of the 





Mr. Hix. I am speaking of that section of the tax bill we intro- 
duced which would give these firms an opportunity to plow back a 
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percentage of their earnings. That would not reduce the income of 
the Federal Government. In my opinion, it would increase revenues. 

Mr. Barnes. I am not prepared to comment on that bill. I do not 
have it well in mind, Mr. Hill. Were you referring to the reduction 
from 30 to 20 percent of the income tax? 

Mr. Hinz. Yes. 

Mr. Barnes. Is that the one? 

Mr. Huw. That is the provision. We had trouble on that provi- 
sion—how much we should allow a small-business firm to plow back 
into its capital structure at the end of each year. Now, what I am 
driving at is this. I just ask this question: Do you feel that allowing 
a small-business firm to be taxed on that basis would reduce the 
income-tax revenue which the Government would collect from small- 
business concerns? That is the question, Mr. Barnes. 

Mr. Barnes. I am afraid my opinion would not be worth very 
much as to how much the Bureau of Internal Revenue could collect. 
This one proposal, I know, to reduce the tax from 30 to 20 percent, 
provided a maximum exemption of $2,500. That was the most any 
concern could get, and my feeling was that this was not very much, 
that these other techniques might very well be of vastly more benefit 
to small business than that par ticular one. 

Now, the one about investments that I referred to a minute ago, 
I my self went around to some of the large investors that I know and 
said, “What difference would this make to you in investing in small 
firms if this kind of a provision were in the tax laws”? 

The kind of information which I developed was that every invest- 
ment they made would be weighed against this, that this was an 
advantage that would weight heavily i in a decision as between a small 
firm and perhaps a larger, more safe firm, because at present it is very 
inequitable, it seems to me, if you invest in a small firm, take a loss, 
and then cannot deduct it against your current income, or at least 
only up to $1,000. 

Mr. Huw. That is all, Mr. Chairman. 

The CHarrman. Mr. Multer. 

Mr. Mctrer. Mr. Barnes, I noted with interest your comment about 
your loan policy and the Congress having made no contrary indica- 
tion—I think that assumption is correct, at least it great part. I think 
we have indicated some question as to whether or not the policy 
should be changed as to certain types of loans. 

Mr. Barnes. Mr. Multer, I want to tell you why I put that in there. 
I wanted to lay right before this committee what our interpretation 
was and what it had been so that you would know clearly what we were 
doing, which you have to know if you are going to measure the extent 
of financing available from our agency. 

Mr. Mutter. I do not dissent from that statement when it is coupled 
with your further statement that that is not an inflexible rule. 

Mr. Barnes. That is right. 

Mr. Muvrer. And you take each case on its merits. 

Mr. Barnes. Yes, sir. 

Mr. Murer. And decide it accordingly within the framework of 
your loan policy. I was about to comment on the fact that we cannot 
get very far with small business unless we know precisely what the 
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definition is of small business, and I think it is as to that, that we 
have many times indicated our dissent with the small-definition defini- 
tion as it applies to procurement. I think you are very familiar 
with that. 

Mr. Barnes. Mr. Multer, perhaps I can make you happy by making 
this short statement. Since we have last met at hearing, I have met 
with the Bureau of the Census and have authorized certain compila- 
tions by them that we expect to receive just almost daily, and we hope 
to have some new information on this field before Congress comes back 
in session. 

Mr. Mutter. That does make me happy. 

Mr. Barnes. Yes, sir. 

Mr. Mutter. I do hope that when you get the information, you are 
going to act very quickly on it. 

Mr. Barnes. All right, sir. 

Mr. Motrer. In your statement you refer to the aggregate amount 
of loans approved. What is the situation today as to the time be- 
tween approval and disbursement? I know you have made constant 
improvement in cutting the time down. What is the situation today ? 

Mr. Barnes. On the LLP loans, they are disbursed very quickly, 
2 to 3 weeks, less than a month. The other loans will be disbursed 
in from 3 weeks to 90 days. 

A borrower initially is given 4 months to effect the closing. 

You see, after the loan is approved, he is given an authorization 
with which he and his attorney then have to comply. This may in- 
volve getting title examined, et cetera. Incidentally, this last year we 
have considerably strengthened our legal staff in the field, and they 
are able to give much more service to borrowers and their attorneys 
and assistants in preparation of papers. 

The burden is essentially on the borrower. In all bank partici- 
pation loans the bank itself closes the loan. 

On the other ones, the burden is on the borrower and his attorney 
to have their abstracts brought down to date and their titles examined 
and that sort of thing. 

If he thinks that he does not want to close the loan within the first 
4-month period, he has to come in and ask us. Otherwise, the loan 
is canceled. 

The regional offices all have the authority ot extend that time 
without reference to Washington, so all the borrower has to do is ask, 
and give some reason. 

Now, we are doing everything we can to speed that process up. I 
think that we have gone quite far in consolidating forms and in do- 
ing other things that would speed it up. 

But this is largely a matter of how soon the man wants the money. 
He gets the money if he is sagacious before he starts his project, 
or he sees his financing opportunity before he goes ahead with his 
plans. Certainly, there is no delay in the delivery of a check after 
the loan is closed. 

We have a much improved record. I would like to submit to the 
committee a record showing the percentage of disbursements as 
against the net approvals. We use “net approvals” because we have 
got to recognize that many businessmen are canny. They will get a 
loan approved from us and then will proceed to shop around and find 
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they perhaps can get a loan with maybe a change in conditions that 
is desirable from somepl: we else, and they then cancel the loan. 

So, our record on disbursements should be measured against net 
approvals. I will submit into the record at this point the record of 
loans disbursed as against net approvals. 

Mr. Muurer. May that be a part of the record, Mr. Chairman? 

The Cuamman. Without objection, it is so ordered. 

(The tabulation referred to is as follows :) 
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Mr. Mouurer. Would you say the complaints directed against the 
agency because of the timelag between approval and closing are now at 
a minimum ¢ 


Mr. Barnes. Yes, sir. We rarely, if ever, have had a complaint on 
that score. Perhaps it has been just 2 or 3 times some attorney, or 
maybe some borrower, might get in touch with a congressional office 
and ask if we could make a special effort on this case for some par- 


ticular reason, and we have always assigned people on it and proceeded 
as quickly as we could. 


Mr. Muurer. You referred to reasons for rejection of loans, and you 
put down the percentage of those rejected as not eligible and those re- 
jected for other reasons. Would you mind submitting for the record a 
list of the various reasons why loans were rejected as not eligible, and 


the other reasons, so that the committee may know just what that is? 
Mr. Barnes. All right, sir. 


(The information requested follows: ) 


The use of the reason “not eligible” for the rejection (declination) of applica- 
tions for loans occurs in respect to 1 of 2 basic situations: (1) The applicant is 
ineligible by reason of size, i. e., is not a small business, or (2) the applicant is 
ineligible for policy reasons, of which the most important which preclude the 
granting of financial assistance are: 

(1) Applicant is a newspaper, magazine, radio-broadcasting company, or tele- 
vision broadcasting company, or similar enterprise. 

(2) A substantial portion of the gross income of the applicant (or any of its 
principal owners) is derived from the sale of alcoholic beverages. 

(3) Any part of the gross income of the applicant (or any of its principal own- 
ers) is derived from gambling purposes. 

(4) The purpose of the loan is to provide capital to an enterprise primarily 
engaged in the business of lending or investment. 

The most prevalent reasons for declination, which for reporting purposes 
have been grouped as “other” because of their relatively infrequent use, are: 

(1) The result of granting the financial assistance requested would be to re- 
plenish funds distributed to the owner(s). 

(2) Lack of cooperation by the applicant in efforts to work out a satisfactory 
basis for a loan. 

(3) Questionable ability of management. 

(4) Unacceptable collateral. 

It should be observed that these “other” reasons are in addition to 6 primary 
reasons cited in the tabulation and the ‘‘other” category represents only about 4 
percent of the total number of reasons involved. 


The CHarmman. Mr. Multer, will you pardon me? May I ask that 
a table be included in the record at this point? Mr. Barnes has had 
it prepared at my request on all small-business loans as approved and 
disbursed. I just received it this morning, and I ask permission that it 
be inserted. It shows loans by congressional districts. 

Without objection, it is so ordered. 
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PROBLEMS OF SMALL-BUSINESS FINANCING 


(The tabulation referred to is as follows :) 


This tabulation is identical in format and consistent in coverage with similar 
tabulations for earlier periods, and has been brought up to date from March 31, 
1957, on the basis of listings of loans disbursed as were furnished by our re- 
In view of the source, the data included herein will not neces- 
sarily agree with our official accounting records, primarily because of “closing 
advices” in transit at September 30, 1957.* 


Amount of smallbusiness loans approved and on which disbursements had been 
made to Sept. 30,1957, by State and congressional district 
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Direct loans | Bank participation loans 
| 
State and congressional district | Amount Amount disbursed 
|Num-| Jee. \Num-| Amount Bi Sit 
ber | | ber | approved | | 
Approved Disbursed | | By SBA | By bank 
| 
Alabama: 
Bécic sii aciecla etisalat | 2 $48, 000 | $48, 000 | 5 | $205,500} $171,450 $34, 050 
a i a .| 6 | 265, 870 | 265,870 | 21 | 605, 935 | 160,125 | 445,810 
_ 2 | 62, 800 | 62, 800 14 | 591, 600 | 312,500 | 279,100 
YS ERE ee a 2 | 162, 000 | 162, 000 8 | 344, 900 112, 500 232, 400 
5 ‘ ‘ | 1 15, 000 | 15, 000 18 836, 234 | 528,926 | 307,309 
6__ ae > edivewwtel ‘ = _.| 6 | 679, 000 | 279,000 | 325,000 
Tact ; 1 | 75, 000 75, 000 | 2 | 55, 000 41, 250 13, 750 
8 eae ve 2 | 120, 000 110, 000 | 8 | 445, 000 145,360 | 206, 799 
9. ee ak a ae 9 | 460. 100 | 460, 100 | 15 | 730, 800 | 52, 500 | 658, 339 
| | eres ey Te Cae eto 
Total __-_- saan 25 | 1,208,770 | 1,198,770 | 7 | 4,493,969 | 1,803, 611 2, 502, 557 
| —— = —|— — =e =———S=_"{|—FW———_—____====_[—_&b_EO@kE=ES=—==_=—_— 
Arizona: | | | 
a a ai aia lis teicleiale 5 47, 500 | 47, 500 14 437, 500 | 51,000 | 363, 203 
bhi dca behosie wes 11 | 499, 000 479, 000 18 794, 900 | 202,110 | 562, 790 
NY cate seckbsmncbess 16 545, 500 526,500 | 32 1, 232, 400 | 253,110 | 925,993 
Arkansas: 
ei. f Pak es 1 26, 000 26, 000 | 12 | 219, 100 81, 165 | 137, 935 
e.. Fo Sassi 10 | 278, 000 278,000 | 26) 1,163, 500 | 957,925 | 205, 575 
Dake “ 5 | 83, GOO 77,205 | 23 785, 946 | 421,714 | 350,782 
berg. ides hath eens 5 | 91, 505 91,505 | 25] 1,182,917 761,805 | 420, 272 
§.. —e | 12 | 405, 100 369, 458 | 15 556, 424 274, 053 275, 251 
6_- . Sy ae | y 202, 000 185, 217 | 18 656, 000 | 242,325 | 317,277 
cence eeennnstiiel anaes eneniatieteneansguastinny penned oust penesnneneen -_ fossa SS eee 
a lage a 42 1,085, 605 1, 027, 385 | 119 | 4, 563, S87 2, 738, 987 1, 716, 092 
California: | | | 
i ahapais i Sialh dar sipiana nig niggas | 8] 337,600 299,881 | 2 25, 500 ; | 25, 500 
i ibbckids dd anew ebabmadbniue | 4 254, 000 254, 000 1 200, 000 180, 000 | 20, 000 
Bi abt hatiensiubiepestiiee’ | 3] 310,000 277,741 | 2 89, 000 60,919 | 20, 306 
hill acetal alongs desieat seis Aidaigln avin Waciniendah P ane 1 ‘ a tests a 
in | 2 | 250, 000 | 196, 300 | | | 
ee Pe : 71s 45, 000 45, 000 1 13, 000 | 13,000 
| Bee A i. 15, 000 15,000 |... Ss i 
Diab els hike phe cil sls onckd aeons 4 210, 000 186, 396 | 3 189, 205 187, 048 
q 1 150, 000 150, 000 2 125, 000 ‘ ‘ 125, 000 
itch sete inked é bdeu 2 96, 500 61, 980 | 3 436, 000 | 200, 000 208, 925 
ll 2 70, 000 70, 000 | 2 40, 000 | = 27, 949 
12 2 190, 000 ro eee j...... Reeds I csidllp ws ol vs de heaped ost aoe 
13_. nial 4) 131, 000 127, 507 | 1 130, 000 | 130, 000 
14 . 16 | 1, 562, 800 1, 483, 964 1 150, 000 ..| 150,000 
15_. a 5 | 80, 500 | 80, 500 |... _- a oenchatel .| iS 
ee oe ee ee eae 7 322, 000 319, 700 | 3 104, 000 | 15, 000 | 89, 000 
17 i 19 1, 424, 678 1, 208, 113 7 440, 000 | 328, 750 86, 250 
18 is 7 | 264, 000 221, 250 2 40, 000 aii ints 40, 000 
aS 29 | 1,719, 200 1, 271, 799 | 6 409, 900 175,474 | 232,425 
20 \ 9 | 470, 000 | 461, 266 | 4 49, 000 12, 000 | 37, 000 
ee 28 1, 698,855 | 1,036,333 | 26 938, 125 157, 150 778, 146 
nmiieainheaines 8 363, 500 | 153, 500 | 10 | 343, 000 | 148, 500 168, 220 
ae 19 | 895,000} 546,357 3 265, 000 | 96, 000 39, 000 
A eee 12 | 802, 000 | 340, 225 4 | 71, 700 | 7, 500 64, 200 
ide: Jie denrtihacasdebimaienauitans 11 | 462, 200 | 438, 966 13 | 370, 000 | 62, 100 307, 900 
diate i iaeteetincie emanate 34 | 1,454,400 | 940, 787 | 71 239, 000 | 183, 750 55, 250 


1 This report reflects a combination of tabulations covering 4 separate periods of activity of the Small 
Business Administration through September 30, 1957. 
on which disbursement was initiated during the specific period and for such loans reflected only the amounts 
disbursed during that period, the total amounts reported as disbursed in this combined report do not neces- 
sarily represent the cumulative amounts disbursed to date in any one district. 
reflecting activity from September 29, 1953, through March 31, 1957, see pp. 100-108, inclusive, of the hearings 
before the House Committee on Banking and Currency during May 1957 on amendment of the Small 


Inasmuch as each report covered only those loans 


(For a combined tabulation 
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Amount of small-business loans approved and on which disbursements had been 
made to Sept. 30, 1957, by State and congressional district—Continued 


| 


Direct loans Bank participation loans 
| om \ NS | 

State and congressional district Amount # | Amount disbursed 
Num-|___ aes 
| | ber | approved 
| Approved Disbursed | 


| } 
California—Continued 
27 snadtonl | $260,000 | $260,000 | 3 $274, 000 $170, 000 $104, 000 
28 . i | 3 711, 500 634, 762 | g 542, 500 253, 750 288, 750 
29 _..-| 9 | 420,800 | 348, 083 | 50, 000 37, 500 12, 500 
30 oe | 361, 500 350, 874 | 290, 000 9,650 | 111,350 


Total — 284 | 15, 032,033 | 11, 933,175 | 5, 823, 930 , 258, 043 


3, 321, 719 


Colorado: | | | | | 

; 190, 200 174, 970 . 327,001 | 85, 125 241, 200 
84, 500 72, 500 ; 797, 050 277,757 | 496,721 
121, 300 | 107, 300 | 605, 423 327, 483 263, 469 
100, 600 | 100, 600 | 598, 000 378,551 | 216,449 
Total.... ineeabl 7 496, 600 455, 370 4 | 2,327,474 , 068, 916 | 1,217, 839 
Connecticut: | | | | 
] ( 448, 500 448, 500 390, 490 | 152,117 | 230, 855 
2 71, 500 71, 500 : , 021, 000 | 699,000 | 282, 000 
3 20, 000 20, 000 450, 000 252, 000 178, 000 
4 L ; 154, 300 154, 300 | } 499, 623 153,750 | 345,873 
5 i ial 79, 000 63, 420 | 15, 580 








Total... a 694,300 | 694, 300 87 | 2,440,113 , 320, 287 | 1, 052, 308 


Delaware: At large 58, 000 58, 000 | 485, 500 327, 625 | 130, 875 


Florida: | | | 
4 100, 000 000} § 343, 000 212, 250 130, 750 

30, 000 000 5| 612,000} 332,625 | 261,875 

129, 000 29, 000 : 957, 953 672,349 | 206, 264 

301,900 | 259, 468 | 970, 400 463,575 | 506, 825 

9, 000 9, 339, 100 | 71,500 | 267,600 

17, 000 ; 218,000 | 126, 750 91, 250 

j 364, 000 243, 700 70, 300 

160, 000 . | y 65, 000 41, 500 | 23, 500 


Total... 746, 000 , 468 | 5 | 3,869,453 | 2, 164,249 | 1, 558, 364 
Georgia: | 
335, 000 \ | 2 | 474, 000 191, 750 282, 250 
85, 000 | 85, } 9 | 750, 400 349, 700 | 355, 700 
350, 000 | 345, f 911, 000 533, 323 377, 672 
80, 000 . | $41] 1,548,000 | f | 761,345 
447, 000 , : 892, 900 448, 004 
59, 000 , 311, 600 | 115,500 | 196, 100 
215, 000 , } 1,104,000 638,450 | 465, 550 
315, 000 , | 604, 400 356, 890 240, 835 
¢ ‘ 35, 000 | 35, | 860, 000 | 146,274 | 687,174 
10 7, 500 ; } | 976, 000 | 364,498 | 506,160 
: aa dugaen 
4, 320, 790 


Total 3 | 1,928,500 | 1,921, 500 | | 8,432,300 | 3,918, 565 | 
Idaho: ui : hie 


1 634, 750 oe 953,000 | 397,000 | 555, 845 
2 88, 000 8, | 931, 100 555, 909 | 327, 431 


Total wares 722, 750 576, 5 | 1,884, 100 952,909 | 883, 276 


Llinois: 


3, 000 3, 200, 000 .| 200, 000 


33, 000 
20, 000 507, 000 | 124, 500 
30, 000 | 30, | ‘ 230, 000 | 172, 475 | 57, 525 
| | | 
‘lal : 5 600, 000 | 315,000 | 285, 000 
23, 000 23, 000 
50, 000 50, 000 | : 130, 000 | 10, 000 120, 000 
140, 000 140, 000 5 | 205, 000 | 22,500 | 182, 500 
p 50, 000 | 50, 000 
5, 500 5, 500 | 2 | 115, 000 | 86, 250 | 28, 750 
70, 000 70, 000 209, 000 52,500 | 256, 500 
‘ ms 890, 500 | 475,000 | 375, 500 
100, 000 100, 000 | 518, 000 10,000 | 508, 000 
4, 000 | 4,000 | 429, 500 282,075 | 138, 425 
140, 000 140, 000 211, 000 102, 000 | 94, 154 
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Amount of small-business loans approved and on which disbursements had been 


made to Sept. 30, 1957, by State and congressional district—Continued 





Direct loans 


Bank participation loans 








































































































































































































































































State and congressional district | Amount | Amount disbursed 
| een ee anno { - 
| ber ber | approved | | 
| Approved | Disbursed | | By SBA | By bank 
. | 
Illinois—Continued | 
18... ; | i 490,000 | $138,462 | $308, 718 
19 AN | 5 265, 500 | | 221, 250 
20 a3 6 $346, 975 $346, 975 | 9 189, 000 | 130, 500 
21 act 1 | 25, 000 | 25, 000 8 385, 750 | 215, 250 
22 cat | | | 6 220, 000 | 84, 750 
23 oul 1 | 10, 000 | 10, 000 | 8 522, 000 | 106, 500 
Di aidteweeuiwadeddaiiawsse Ciosenticnn | | 5 264, 000 | 60, 270 
Enea aeekic sade | 1 | 110, 000 85,000 | 14 701, 000 | 189, 082 
Rene 8 Sl. see 93 | 1,054,475 | 1,029,475 | 154] 7,488,250 4, 051, 174 
| | . —— 
| 
DN ae a a 3 | 44, 000 7, 500 36, 500 
| 28, 710 | 28, 710 12 671, 000 477, 500 193, 500 
hicaeted Fe ucheucnen 18 2, 500 512,925 | 229, 575 
66, 000 | 66, 000 | 8 , 500 | 76, 500 191, 000 
22, 500 | 22,500} 22) 1,171,777 557,950 | 600. 589 
ek tea oa ed i seine abla daben sa 7 , 000 9, 000 112, 000 
RR i a ere 2] 110, 000 | 107, 500 | 11 , 500 209, 750 156, 750 
TA eR SETS 1 50, 000 | 50, 000 10 , 500 103, 000 599. 500 
ies Oo ey a | 2] 105,000] 105,000 13} 337,000 143, 129 193, 870 
DL cipskbeiverdiathpewssamcs | 4) 130, 000 | 130, 000 | 20 | 862, 100 | 496, 625 365, 475 
ik 4 | 230, 000 | 132, 000 10 | 312, 500 | 145, 125 | 167, 375 
| | 
Oa iescncncteaees 641,710 | 134] 5,598,377 | 2,739,004 | 2,846, 134 
37 | , 562 272, 009 , BE 
ssh, SAUER init io SOO Se 27 | 836, 500 239,350 | 474, 465 
Re ae Sea abe aan 24 | 482, 440 110, 450 356, 490 
2) 50, 000 | 50, 000 9 338. 000 | 170, 125 167, 875 
RE see ee Sd Ae 1 20, 000 | 20, 000 11 369, 500 185, 607 134, 569 
secksdhd nee diadieniplancteiweadpdaed 7 126, 500 125, 416 22 1, 406, 800 997, 429 394, 371 
Sak eet aascudele celta 3 | 48, 000 31,123 | 16 396, 200 143, 072 239, 316 
SRE PRET PER 6 125, 500 119, 500 41 | 1,618,850 529, 361 | 1, 066, 909 
— - ee: eee anne — — = = = see outs on so = = 
We ee 21 414, 900 390,188 | 187] 6,452,852 | 2,647,403 | 3, 566, 548 
Kansas: | | | 
Es Ss 10 653,000 | 622,028} 27 759, 395 398, 310 
Td Aedieeelnat eid 10 | 294, 500 | 279,155 | 23 752, 800 212, 02 
etbainsstt Rca ltieesschchtbos oki 8 | 106, 000 | 106, 000 21 | 594, 000 132, 750 
Diiscnuebicnea aden tbodat. 26 480, 100 | 456, 497 &8 1, 941, 500 | 849, 460 
NR eee 5 es 20 | 1,023, 329 | 997,228 | 63] 1,646,150 803, 209 760, 441 
EES I Ee ME 6 181, 810 | 175, f 43 1, 500, 900 745, 973 730, 945 
ON a eiicc nant euds 80 36, 483 265 | 7,194,745 | 3,141,722 | 3,813, 590 
Kentucky: | | | | 
Reis } 3 140, 000 | 131,765 | 12 280, 700 175, 755 104, 945 
2_. : 4 | 103, 500 | 103,500 | 13 | 643, 000 400,910 | 242’ 090 
See | 1 | 60, 000 60, 000 11 | 647, 300 | 87, 750 559, 550 
4. 1| 65, 000 | 52, 700 9} 313,000 162,000 | 113, 500 
Batiste ame: 7 373, 000 | 158, 200 214, 587 
6 4} 220, 000 220, 000 6 133, 500 | 109, 451 24, 049 
Ra ‘ 3 | 66, 000 66, 000 13 606, 360 | 271,219 | 335,141 
ce... i 73, 260 154, 612 12 430,900 | 217,475 | 213, 425 
Total 19 827, 760 788, 577 83 | 3,427,760 | 1,582, 760 | 1, 807, 287 
Louisiana: | | | 
t 1 | 5, 000 | 5, 000 3 | 170, 000 170, 009 
Zz: 1 | 4,000 | 2, 809 71 385,000 6, 000 379, 000 
3. 7 715, 000 256, 500 458, 500 
4. ie 5 | 121, 000 | 85, 500 35, 500 
5. é 4 | 268, 000 201, 000 | 67, 000 
6 | 6 | 334, 000 162, 250 
7. 4 165, 000 | 165, 000 7 650, 000 593, 750 
8 1 125, 000 125, 000 | 1 | 15, 000 ce 15, 000 
Total 7 299, 000 297, 909 410 2, 658, 000 777,000 | 1,881,000 
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Amount of small-business loans approved and on which disbursements had been 
made to Sept. 30, 1957, by State and congressional district—Continued 


Bank participation loans 


— Direct loans 


Amount Amount disbursed 


Num-| Amount 


$6, 600 
111, 500 
33, 000 


151, 100 


5, 000 
175, 000 

151, 000 | 
225, 000 


10, 000 
44, 000 
253, 000 
251, 000 
198, 525 
170, 000 
25, 000 
382, 000 
41, 725 
85, 000 
225, 000 
15, 000 
38, 000 | 


60 | 1, 738, 250 | 


SOR WAIT Oe 





207, 000 


110, 000 
25, 000 





204, 500 
162, 000 
115, 000 

90, 000 


2, 666, 000 


21, 500 | 
103, 000 
77, 000 
144, 300 | 
567,000 ! 
98, 000 

82, 982 | 
20, 800 | 
90, 300 | 





Disbursed 


$6, 600 
111, 500 
33, 000 


151, 100 


ber 


| 


approved | 


$420, 000 
121, 500 


1, 842, 700 


By SBA 


$199, 250 


738, 988 | 





5, 000 
145, 897 
106, 000 
125, 000 


44, 000 
121, 000 
236, 000 
195, 525 
170, 000 

21, 000 
297, 000 
> 225 

5, 000 
ais 000 

15, 000 

38, 000 


1,487, 750 | 


285, 000 
202, 000 


110, 000 | 
25, 000 


162, 000 
115, 000 
90, 000 


21, 500 | 
103, 000 
77, 000 
144, 300 
567, 000 
98, 000 
80, 582 
20, 800 
90, 300 





2, Os, 698 





437, 500 
226, 000 

90, 000 
100, 000 
100, 000 
902, 000 

90, 000 


1, 945, 500 | 


280, 000 
103, 600 
138, 000 
347, 500 
366, 000 
596, 500 
108, 000 
28, 000 
866, 500 
287, 000 
195, 000 
1, 040, 000 
75, 000 
681, 000 


i, 112, 100 | 


762, 000 | 
515, 000 | 
252, 500 | 
398, 000 | 
623, 500 
304, 000 | 
920, 000 
886, 500 | 
555, 000 
807, 500 | 
414, 400 | 
55, 000 
70, 000 
50, 000 
20, 000 | 
352, 000 
400, 000 
341, 000 


oy 


726, 400 | 


829, 800 | 
911, 240 | 
198, 000 
344, 500 
1, 460, 000 | 
766, 500 
708, 300 
94, 300 | 
235, 400 





220, 065 


67, 500 
933, 015 


106, 550 
51, 000 
73, 500 

189, 004 

125, 979 

338, 700 
84, 750 
15, 000 

369, 256 

108, 750 
60, 000 
59, 794 
35, 625 

274, 500 


1, 892, 408 


113, 250 
216, 000 
338, 782 

24, 600 
634, 441 
539, 687 
398, 700 
560, 400 


3, 754, 697 


408, 845 
694, 307 
127, 958 
195, 575 
939, 000 
563, 100 
556, 270 

59, 





1, 204, 882 


18956—57—pt. 1——_17 


| 1, 202, 482 | 


146 


5, 548, 040 | 


3, 698, 063 








475 | 
153, 533 | 


| By bank 


$210, 232 


344, 091 


217, 435 
43, 500 
90, 000 
20, 000 
17, 500 

440, 550 


851, 485 


173, 450 
50, 200 
64, 500 

158, 496 

180, 285 

203, 800 
23, 250 
13, 000 

357, 166 

178, 250 

132, 450 

8, 331 
36, 875 
406, 500 


285, 559 
336, 813 
96, 300 
247, 100 
72, 033 
35, 000 
70, 000 
12, 500 
20, 000 
141, 494 
104, 690 
255, 623 


| 3, 699, 217 


407, 655 
216, 383 
70, 042 
128, 925 
521, 000 
203, 400 
140, 030 
34, 825 
81, 867 


1, 804, 127 































State and congressional district 
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Nevada: At large --- 


Direct loans 


Amount 
approved 
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Bank participation loans 





Amount of smail-business loans approved and on which disbursements had been 
made to Sept. 30, 1957, by State and congressional district—Continued 


ee 


Amount disbursed 








By SBA | By bank 











Misstesippt: | 

eee BAO sith a dabibiaticed $36, 000 9| $205,000 $96,000 | $109, 000 
3 Sb SE Bebasand bade. 6, 000 8 386, 000 218, 5 167, 500 
SE SSeS ee 6 409, 644 268, 233 141, 411 
lia tease 236, 000 6 630, 000 317,500 | 307, 500 
ee oni pa, ser wdoolthia 6, 000 8 658, 500 81, 375 577, 125 
— 263, 000 682, 500 376, 225 306, 274 

Dirks, one doGite~ckas 547, 000 2, 971, 644 | 4, , 357, , 833 | 1, 608, 810 





_ 









































177, 100 115, 825 61, 275 
233, 500 100, 000 133, 500 
330, 800 171, 000 159, 800 
754, 821 395, 480 318, 341 
519, 500 169, 500 273, 000 

1, 145, 000 356, 850 636, 556 
953,100 | 416, 000 537, 100 
436, 500 | 229, 872 206, 628 
444,350 | 307, 232 137, 118 
311,000 | ‘187, 875 112, 625 
636, 500 | 86, 470 428, 958 

5, 042, 171 | 2 536, 104 | 3, 004, 901 
293, 680 Sr 691,330 | 550,349 

2, 003, 923 | 785,740 | 1,061, 738 
3, 297, 603 | 1, 477, 070 [2 


1, 612, 087 








1, 240, 700 
954, 600 
1, 396, 080 
895, 000 | 





A03, 455 
454, 425 
402, 835 
595, 650 













722, 258 
532, 175 
915, 675 
278, 185 

















New Hampshire: 























Petahut sau. 














New Jersey: | 





i 


OCHBAISDP NS wwe 








BD ices are | 
1] 

12. baila Sit > 
13 

14 





















New Mexico: At large 
as York: 






































| A, 486, 380 | 1,856, 365 
F "256, 000 | 230, 400 
162, 000 | 89, 250 | 
1, 041, 000 792, 115 | 
, 208, 000 | 872, 365 


240, 635 





~ 
on 


286, 100 
696, 000 
231, 200 
100. 000 | 
282. 000 

420, 000 
469, 800 
487, 000 | 








I1Q~It 


AOna- 


air 


| 
162 000 





Total lis 


| 41. 000 | 


40, 000 
27. 000 


285, 000 


75, 000 


3, 861, 100 a 


139, 000 


15,000 | 2-2. 


~ 159, 376 | 


175, 325 
473. 050 
111, 810 

75, 000 
103, 000 
231, 000 
184, 425 
281, 250 

10, 000 
132, 500 


126, 000 | 





853, 360 | 


51, 000 | 


110, 77 
222, 950 
25, 000 
94, 890 
177, 435 
189, 000 
244, 875 
165, 750 
30, 000 
194, 500 
162, 000 
159, 000 


75, 000 


I, 851, 175 


478, 625 


78, 000 


15, 000 
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Amount of small-business loans approved and on which disbursements had been 
made to Sept. 30, 1957, by State and congressional district—Continued 


pes 


Direct loans Bank participation loans 


State and congressional district Amount Amount disbursed 
Num- Num-| Amount 
ber ber | approved 
Approved | Disbursed By SBA | By bank 


$270, 000 
6, 000 


’ 





66, 000 | 

344,800 | 320, 800 
170,000 | 170, 000 
170,000 | 170, 000 








10, 000 10, 000 120, 000 97, 500 
42, 000 42, 000 429, 500 378, 300 
152, 000 152, 000 402, 500 309, 000 
35, 000 35, 000 188, 500 11, 750 
125, 000 75, 000 

f 182, 000 152, 000 

139, 000 374, 500 228, 000 
100, 000 88, 662 587, 000 147, 750 
55, 000 5 532, 000 431, 500 
thea é 675, 000 424, 250 

‘ 373, 000 332, 450 

60, 000 45, 000 


545, 000 533, 662 4, 049, 000 2, 632, 500 





== = = 


North Dakota: At large | 2 240,895 | 240, 895 492, 500 


313, 150 
Ohio: 
35, 000 160, 000 99, 000 
350, 000 350, 000 : 65, 000 30, 000 35, 000 
127, 775 127, 775 5 455, 000 99, 000 356, 000 
391, 000 380, 985 | 126, 000 93, 614 32, 386 

15, 000 990, 500 283, 334 | 707, 166 

70, 000 7 95, 000 10, 000 85, 000 
aoe - 381, 847 254,135 | 118, 877 
5, 000 213,338 | 413, 162 
560, 425 52, 500 17, 500 
: 38 67, 500 100, 500 
115, 000 . Tak 411, 785 
487, 940 i 275, 44, 365 214, 365 

182,701 602, 499 

332,024 | 156,476 
MRA eee 39, 000 

237, 778 163, 922 
34, 278 428, 039 
510, 175 132, 325 
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Amount of small-business loans approved and on which disbursements had been 
made to Sept. 30, 1957, by State and congressional district—Continued 








Direct loans | Bank participation loans 
State and congressional district Amount Amount disbursed 


Num- Num-} Amount 
ber ber | approved 
Approved | Disbursed By SBA | By bank 









POR czss.tssy cs 69 4,351,206 | 127 






5 144, 000 

3 61, 000 61,000} 11 552, 500 141,675 | 404, 825 
2 51, 500 51, 500 6 282, 500 207, 000 75, 500 
1 10, 000 10,000} 14 273, 700 98,000 | 175, 700 
. 533, 900 473,900 | 10 259, 500 160, 875 63, 625 
6 328, 453 313,096 | 17 539, 682 318,109 | 221, 572 


25 | 1,128,853 | 1,053,496 | 69] 2,319,882 1, 116, 259 | 1, 162, 622 






































664, 000 574, 000 9 7, 500 266, 5 
ll 728, 000 619, 247 6 209, 000 67, 500 141, 500 
16 756, 500 756, 500 5 265, 000 67, 500 197, 500 
17 1, 214, 500 1, 171, 918 6 536, 000 389, 500 139, 965 
Total. ...---------------- 54 | 3,363,000 | 3,121,665 | 26] 1,289,000 532,000 | 745, 465 
ylvania: 

Pome eee i. | es 5 365, 000 295, 000 1 15, 000 11, 250 3,7 
2. ..----------------------9- 3 38, 000 38, 000 8 566, 000 329, 500 176, 500 
iS EI Fi 20 742, 000 693, 300 7 468, 000 294, 400 88, 600 
ee Sn eee 7 328, 000 307, 000 1 4, 000 2, 000 2, 000 
Ee ees deed ameamiesl 6 436, 500 436, 500 7 210, 000 79, 167 130, 833 
ee 2 oa. obo en eee ee ll 433, 000 383, 000 6 427, 000 280, 000 147, 000 
ees oo ee 8 8 ees 10 275, 000 262, 481 4 478, 000 296, 000 182, 000 
ire St 5 SoS a sce ae pepnep eee inion 1 20, 000 20, 000 9 508, 000 272, 500 235, 500 
Te pedicel 2 106, 000 34, 000 12 912, 000 432, 480 166, 600 
Beer 2S Se eee ed ates ee 1 12, 500 12, 500 12 1, 032, 000 744, 050 229, 350 
RO ete re ee etn tec eee Mite pe cab eee anes Petite 7 514, 000 316, 324 137, 496 
el ae dicen 1 10, 000 10, 000 10 919, 500 595, 100 324, 400 
RE ee a Oe 2 122, 500 122, 500 12 775, 000 383, 000 345, 000 
Oh eee es Ae aa 2 50, 000 50, 000 4 241, 000 15, 000 226, 000 
Sg eee Seeger 1 20, 000 20,000} 6 311, 000 139,850 | 162, 150 
nai age ninennaee 1 75, 000 75, 000 6 342, 000 146, 250 194, 469 
ST . ccdomauhnd poon ub eregtnreleShies owe = . 10 762, 600 395, 500 317, 106 
eS One eee. Se ee 1 22, 000 22, 000 5 160, 000 49, 872 30, 458 
BD. 5. onc ecwwc ce cc cc ewecew ene lwewese| -openncepece epeneseee 7 500, 000 318, 500 176, 500 

no ee Coach beens 2 130, 000 105, 000 25, 000 
165, 000 100, 000 | 1 150, 000 |__.-. —— 150, 000 
100, 000 100, 000 4 105, 000 22, 500 82, 500 

80, 000 80, 000 3 SO GED A vctenisscoes 261, 641 
75, 000 7000 T=.=- 21-5; a3 ees : 
48, 000 34, 000 5 218, 500 152, 500 66, 000 
105, 000 97, 500 2 185, 000 27, 000 38, 000 
35, 000 35, 000 3 One, 800 Fins de. Sle 330, 000 





65, 000 65, 000 | ---- ae nies antes ‘ 
wich 2 545, 000 120, 000 165, 000 


talk bhieete aes 84 | 3,728,500 | 3,367, 781 | 156 | 11,073,600 | 5, 527, 743 4, 393, 853 
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Amount of small-business loans approved and on which disbursements had been 
made to Sept. 80, 1957, by State and congressional district—Continued 














Direct loans 





Bank participation loans 
































State and congressional district Amount Amount disbursed 
Num- Num-| Amount 
ber ber | approved 
Approved | Disbursed By SBA | By bank 
South Dakota: 
a6 éatnieenennwntanmeen 7 $211, 500 $211, 500 18 $750, 200 $579, 031 $171, 169 
i casdatendecuséhanmeanne 3 54, 400 54, 400 12 445, 500 329, 410 111, 090 
MN us nacduieubinmmtaes 10 265, 900 265, 900 30 | 1,195, 700 908, 441 282, 259 
Tennessee: 
I lai ak dae cee va dnd cccuadiaiaaal 2 77,000 77, 000 16 344, 800 194, 050 148, 750 
iscteipwsthcingupenigurenietihedmatinien 27 1, 070, 800 989, 300 31 1, 045, 325 587, 309 423, 016 
i caeeaietitieineedindidubisedideaiaaeinaeniion 3 320, 000 130, 000 13 813, 000 516, 050 286, 950 
isnbcubh.dadmadewdbnnawmawels 1 40, 000 40, 000 8 477, 000 399, 550 77, 450 
tai ul irciae ieshiiai ites tsi datiimsteticaieiinia 3 70, 000 70, 000 4 229, 000 118, 250 110, 750 
Etivondengiuyuuanachente sme 3 71, 427 71, 427 9 354, 000 156, 250 182, 750 
Tiitdnidie Gann eqnenebindeemmaantbenlisetaraiteesaaiate 8 224, 000 95, 950 128, 050 
Ss adin be eabpeeinara wechrs ehgimiatiog aot isw ureaak ee beinintan be aEaeue ean ee 12 521, 500 166, 014 354, 865 
3 50, 500 50, 500 4 200, 000 112, 500 87, 500 
42 1, 699, 727 1, 428, 227 105 4, 208, 625 2, 345, 923 | 1, 800, 082 
3 194, 500 194, 500 8 380, 000 303, 750 76, 250 
5 95. 300 95, 300 4 104. 700 72, 300 32, 400 
1 150, 000 150, 000 13 416, 000 272, 044 143, 950 
4 225, 000 225, 000 3 35, 000 26, 250 8, 750 
19 1, 034, 113 976, 113 22 874, 500 496, 599 367, 902 
3 62, 000 62, 000 8 80, 500 37, 500 43, 000 
2 67, 000 67, 000 19 1, 254, 400 732, 861 449, 789 
17 793, 800 793, 800 8 631, 000 120, 393 510, 6077 
1 12, 500 12, 200 & 825, 700 347, 492 340, 560- 
3 173, 500 173, 500 4 181, 600 147, 100 34, 500° 
4 60, 500 60, 500 14 578, 642 397, 198 175, 945 
4 400, 700 354, 700 12 342, 000 157, 500 184, 500 
2 175, 000 175, 000 10 431, 500 72, 267 350, 633 
5 159, 800 159, 800 9 655, 000 262, 666 391, 833- 
6 436, 000 436, 000 20 988, 000 304, 275 593, 725 
4 133, 100 133, 100 13 1, 142, 500 332, 155 789, 043 
2 23, 100 23. 100 15 826, 183 279, 810 503, 973 
3 83, 275 83, 275 15 860, 500 149, 450 671, 200 
3 35, 000 35, 000 21 724, 273 141, 750 582, 523 
5 130, 000 130, 000 15 885, 800 187, 620 647, 597 
2 55, 000 55, 000 9 260, 000 208, 050 51, 950 
ets. iaitaiaas cata 98 | 4, 499, 188 | 4, 394,888 | 250 | 12,477,798 | 5, 139, 030 | 6, 959, 629 
Utah: 
Ri.chépheCetiaudosscoensintdt 4 323, 000 289, 218 14 469, 450 278, 088 191, 362 
Dikdimnndmnadeuibiemaeavun eke 1 100, 000 100, 000 9 575, 000 370, 226 204, 774 
i al 5 423, 000 389, 218 23 1, 044, 450 648, 314 396, 136 
Vermont: At large............. 6 321, 000 321, 000 23 | 1, 247, 825 636, 600 432, 906 
SS. |S a —————— SS OOOO SS OO SS 
Virginia: 
Detect tawwesenk bubioibens 4 34, 500 34, 500 6 736, 000 289, 133 446, 867 
Se SS 2 145, 000 145, 000 s 743, 000 348, 124 368, 680 
dd Nid ecnaalatcalactiat emee 2 20, 000 20, 000 gy 474, 500 319, 185 108, 315 
actin ccaiadieciedhasinimenttin iedienats 2 156, 000 156, 000 2 AM Do. cncmienn tal 85, 000 
iiaocisasiothateerstamtaso anaemia 2 27, 500 27, 500 8 474, 000 326, 550 72, 450 
Rist Sedu hinds iin emibaee wkitegrens Rot blehd al tad wlphilline es ok Maes ee eee 5 533, 000 424, 750 108, 250 
et Ri le a Cal 4 355, 000 285, 000 9 561, 000 368, 750 192, 250 
Middcghhbucsbivuacbelwehaged 1 50, 000 47, 000 7 350, 000 258, 630 91, 370 
esa cer natneaeabnl inked 2 85, 000 85, 000 3 375, 000 245, 100 129, 900 
Sli dpuecsielomha orietiinie» aici ncaenie olaali 4 39, 100 GA BOE Taco cckeondcancocedienapacuteuws deena 
a ome 23 | 912,100 | 839,100 | 57 | 4,831, 500 | 2, 580, 222 | 1, 603, 082 
Washington: 
Te de eeeek dees alse moraeiearnoed ache tate 6 184, 000 61, 841 9 403, 000 248, 091 154, 85 
Di dina dike tats cobeiinneiteatennews 13 635, 250 563, 213 15 1, 175, 500 406, 309 639, 912 
= sins eaipsentite dliathibintetilin 1 4, 000 4, 000 6 426, 500 136, 800 249, 700 
Divcindbb edudastasknkbadewdee 13 550, 250 543, 250 12 452, 000 24, 000 412, 648 
tat tal hice ie 12 367, 500 367, 500 10 354, 400 112, 490 206, 910 
Mibassthileceneencosuteshoeann 9 196, 200 191, 350 30 1, 371, 000 420, 468 945, 188 
Re siisa sicansiceniniie | 54 | 4, 182,400 | 1, 348,158 | 2, 609, 217 
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Amount of small-business loans approved and on which disbursements had been 
made to Sept. 30, 1957, by State and congressional district—Continued 
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ee ee ee Pc ek 67, 000 23,500 | 43, 500 
bic baegledeae 15 646, 500 104, 672 496, 047 











i cathinnaabconduanclatad eee | scunacesd AD1.Ap0at oe 464,242 | 517,324 
Be ea. 1 75, 000 75,000 | 18] 1,123,000 630,389 | 367, 569 

ne a ee 2 18, 000 18,000 | 12 462, 500 253,139 | 142, 390 

i Game eee ea eS Sy ee, 21 493, 275 320,158 | 173, 117 
ME eee : se | 103, 000 103,000 | 141 | 6,209,652 | 3,049,196 | 2,717, 213 
Wyoming: At large........___. 3 42, 000 42,000! 17| 682,000| 238,207] 247, 784 
|i eit ieee sane 3 40, 300 | 40,106 | 23] 1,299,800 420,551 | 810, 352 
a ae 2 36, 500 36, 500 28 664, 306 467, 370 182, 978 
MME cen cae 48 942. 445 911,255 | 10 212, 000 148, 500 46, 000 
District of Columbia--._...-..- 9 281,750 | 278, 233 7 468, 000 37, 500 430, 500 


Mr. Barnes. Mr. Chairman, at this particular point, you know, 
we prepared that table in the past at the end of various quarters, 
and each report does not show disbursements in process at the end 
of each quarter, and when it is picked up the next quarter it does 
not show them either. 

The table is not as accurate as I would prefer. The disburse- 
ment figures are not as large as they are in reality. 

We are switching to a tab card, punchcard system of accounting 
in certain phases, and by the next session of Congress, I hope maybe 
January or February, we will be able to give much more accurate 
data than we did in this particular table that is being inserted at 
this point. 

Mr. Evins. Will the gentleman yield? 

Mr. Muurer. Surely. 

Mr. Evins. Counsel has called to my attention a statement made 
by the president of the Independent Shoemen. In it he discusses 
the supplier, as a source of credit. He concludes that the ultimate 
result is a loss of independence. 

I ask that this statement be included in the record also. 

The CramrMan. You mean that paragraph ? 

Mr. Evins. Yes. It isa very short statement, Mr. Chairman. 

Mr. Hosmer. May I ask what this is? 

Mr. Evins. It is just a speech by the president of the Independent 
Shoemen. In it he discusses the matter that we were talking about 
earlier, that of the supplier furnishing credit. 

The CuatrrmMan. Without objection, it is so ordered. 
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(The statement referred to follows :) 
Wuere Do WE Go From HERE? 


NEW ECONOMIC DEVELOPMENTS SAID TO THREATEN EXISTENCE OF MANY INDE- 
PENDENTS IN SHOE AND LEATHER FIELDS—INDEPENDENT SHOEMEN TO MEET IN 
CHICAGO 

By Richard J. Potvin, President, Independent Shoemen 
[Excerpt of article printed in the October 1, 1957, issue of Boot and Shoe Recorder] 
e * ™* * * * * 
Need for greater operating capital.—Today it requires about $25,000 in start- 
ing capital to operate a store with only $60,000 volume. Ample credit becomes 
increasingly difficult, especially for the newcomer. Thus, the temptation to 
be financed by producers under agreements some of which bind the store to 
carry the products of the supporting manufacturer. The end result is loss of 
independence. 
* a ” * * a * 


Mr. Barnes. I would like to say on this point that when we use the 
term “supplier” we may be thinking of different things, and we should 
keep in mind the general category. “Supplier” may mean the indi- 
vidual that furnishes fixtures to a cafe when he goes in business and 
gives him an opportunity to pay it out on time. 

Now, supplier can also be the oil company that furnishes petroleum 
to a filling station. 

There are many types of supplier credit, and I would not, eek 
want to indicate that many of those types are not helpful to sma 
business, and many do not result in a tie-in situation. 

Mr. Mourer. Mr. Barnes, you referred to the insurance companies’ 
activities in the commercial field. Is the law broad enough to permit 
participation in loans with the insurance companies ? 

Mr. Barnes. Yes, sir. 

Mr. Mutter. Has there been such participation ? 

Mr. Barnes. My recollection is that there may have been in one par- 
ticular case. The present interest of insurance companies in our pro- 

ram has been limited to this. One of the large companies that I 

now of has set up an industrial loan department which makes loans 
almost exactly of the type that we make, but they do not wish to make 
loans less than $300,000 or more, and they have asked us to make 
referrals to them of any loans that are in excess of our size standards 
that we regard as good loans. 

They have gone as far as to have their representatives in each area 
of the country call on our field offices and make a personal contact 
to indicate that those referrals are welcome. 

I think other companies are doing the same sort of thing, but do not 
have a separate department for it. 

The CuHamman. Off the record. 

(Discussion off the record.) 

Mr. Mutrer. I will suspend questioning the witness and yield to 
others members who may have questions. 

The CuatrmMan. May I insert a letter from a small-business man in 
New York. I have shown it to Mr. Hill. It does not meet with any 
objection. 

Without objection, it will be inserted in the record. 
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(The letter referred to is as follows :) 


DEERPARK FARM, 
Cuddebackville, N. Y., November 19, 1957. 


Representative WRIGHT PATMAN, 
Chairman, Small Business Committee, Washington, D. C. 


Deak REPRESENTATIVE: Being a small-business man myself, let’s talk facts. 
We run a small resort. It’s a family affair. Every cent we possess and made 
these past 20 years is invested in our enterprise. We are successful. Our 
outlook is bright. To continue to be successful we have to reinvest every penny 
we make. We are unable to build up a capital of our own. At the present 
time our founded debt is in the form of a first mortgage granted by 2 local 
banks and representing less than 20 percent of our investment. Our problems 
would be solved if we could raise another 20 to 30 percent, making it 50 percent 
of our investment, but the banks say “No.” 

They are very frank about it. They say that our business is a personal enter- 
prise and don’t want undue risks. This is true but isn’t every small business 
a personal enterprise? 

In earlier days, as farmers, we had theoretically much better credit facilities 
than we have now. 

(1) The Federal land bank gave us a fair and long-term mortgage on the 
value of our property as a farm. 

(2) The Farm Credit Administration through our Production Credit Coopera- 
tives gave us reasonable credit against our chattel and to raise livestock. 

Since our banks seem to be scared stiff at the thought that Americans are 
still believing in the free capitalistic system, it seems to me that through the 
Small Business Administration they could be relieved of their jitters at no 
cost whatsoever to the taxpayer. 

We approached the SBA twice but failed to go through with an application 
because of the mountain of redtape. Besides, our local banks did not care to 
participate in SBA loans. Not enough money in it they said. I approached my 
life insurance. They are not interested, the item is not big enough. City banks 
feel the same way about it. Meanwhile, it seems clear that if we allow small 
business to go under, within a very few years the superconcentration of eco- 
nomic power in the hands of a few will, for all practical purposes, have 
brought about an economic revolution that most of us with words at least claim 
to abhor. 

I hope, dear Representative Patman, that you'll be able to convince your 
fellow Congressmen that most of us small-business men are honest people and 
entitled to find the credit facilities the present day requires. 

The big chains don’t seem to be required by their bankers to make the money 
first before they put up a new outlet. And how could a big industry survive 
these days if they couldn’t go to Wall Street every time they need new capital? 

Not only are we small-business men pressed by the transition period of our 
economy, but, by having to accept the blind lack of understanding of most local 
bankers, we are condemned to a certain death. 

In theory, the SBA is the answer to a small-business man’s financial problems. 
However, from our experience, the family enterprise, who needs understanding 
most, is virtually excluded. 

We suggest that a study be made of the feasibility of translating for the needs 
of the small-business man the experiences of the Federal land banks and Recon- 
struction Finance Corporation. 

If at all possible, all business should be transacted through banks with an 
FHA-like guaranty by the SBA, if the banks feel that they cannot bear the 
risks of keeping the free-enterprise system. If this is not possible, a Federal 
small-business bank should be created where people will be able to borrow 
against their equity. 

It should be well known to all that today a $100,000 investment, considering 
the demands of modern competition, is not much more than $10,000 was 15 years 
ago. Yet in this case our banks like to think in terms of the 1930’s and consider 
$5,000 credit an impossible demand. 

Should you require it, we'll be glad to give you any further details as seen 
by us. 

Sincerely yours. 
RoMEo D. MONCHEDUR, 
Manager and Owner, Deerpark Farms, Inc. 
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Mr. Mutter (acting chairman). I think next in order will be Mr. 
Seely-Brown. 

Mr. Srety-Brown. Mr. Barnes, I certainly want to congratulate 
you for what I think is one of the very good statements that you have 
made before this committee. 

Mr. Barnes. Thank you, sir. 

Mr. Srre.y-Brown. I have two questions I want to ask, just so that 
the statistical record can be completed. What is the percentage of 
declined loans as compared with the total number of loans filed, 
approximately? Or can you supply that? 

Mr. Barnes. I can give it to you. We keep this in 2 ways, and 
it should be interesting to you in 2 ways. First, the percentage of 
declines and approvals of the actions taken. You see, some loans are 
withdrawn before we have an opportunity to take final action on them. 
Now, our figure on that, the approvals as compared with the total 
actions taken, is a very good figure. It is 51 percent, and this is an 
overall figure in all types, except disaster loans. I am talking only 
of business loans. Our figure of percentages of approval as com- 
pared with total applications filed is 44 percent on a cumulative basis. 
We have approved 45 percent of the applications that have been filed. 

Mr. Sreiy-Brown. Is it your considered judgment that in the very 
near future, or the foreseeable future, there are going to be additional 
sources of private capital for the small-business community ? 

Mr. Barnes. May | ask the reporter, ahead of that question, to insert 
one more thing, which is, in answering your previous question, the 
percentage of approvals of the LLP loans, the limited-loan participa- 
tion-plan loans, which are the ones that go to the very small com- 
panies, has run extraordinarily high. It has run better than 85 per- 
cent, between 80 and 85 percent, for the LLP loans. This is because 
there is a bank participation of 25 percent in it, and usually the credit 
factors are good. But this means that most of the small companies 
that apply under the LLP program have a very good chance of having 
their loan approved. 

Mr. Srevy-Brown. In other words, if you can get the bank to par- 
ticipate, the chances are you will get your loan. 

Mr. Barnes. That is right. Now, as to the second question, I be- 
lieve that my answer to that would be “Yes,” if some of the things 
are done which I discussed in my statement: If the figure on regula- 
tion A filings is raised from $300,000 to $500,000, and if this tax change 
is made, which would actually provide a real good stimulus for an 
investor to put his money into small business. Now he does not have 
that stimulus. He has to take the risk, but he is limited under tax 
laws as to what he can earn from it, and he does not have the stimulus 
that he would have if such a change were made in the tax laws. 

In addition to that, just as I say, this meeting that we are having 
this month with the SEC and with investment bankers and with 
knowledgeable businessmen, including some attorneys and account- 
ants that know SEC procedures, I believe, will be productive of some 
good techniques and recommendations, either for changes in SEC pro- 
cedures or, perhaps, even some legislation, It is the first such meeting 
of that kind that I know of, and I am hopeful, of course, that it will 
produce some good results. 
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Mr. Srerty-Brown. We are all certainly in agreement that one of 
the basic needs for the small-business community today is the obtainin 
of adequate financing, especially capital on a long-term period, and 
anything and everything we can do to make that properly possible we 
all want todo. Your feeling is, then, that, with the relatively simple 
suggestions which you have made, we may be able to unlock sufficient 

rivate capital so that additional steps by the Government might not 

required ? 

Mr. Barnes. That is my opinion. You see, this proposal that has 
been made involves $800 million. Well, if we can attract private 
capital, it could easily be possible to attract many times that amount, 
which is much easier to obtain by small business, since you have the 
private-offering exception. That is, a small-business man, wishing to 
raise capital, can go to 21 people without any regulation at all. And, 
if there is an attraction in connection with his proposition under the 
tax laws, it could easily unlock many times the amount that would be 
available to any Government agency. 

Mr. Srety-Brown. One other question, and I am not sure that—— 

Mr. Barnes. That is, in my opinion, it could. 

Mr. See.y-Brown (continuing). That it is the responsibility of 
thiscommittee. Would it be possible for your agency to make immedi- 
ately available, to the members of the Small Business Administration 
in your regional and field offices, a copy of what you have said here, 
as well as the answers that you have given to the questions that are 
being raised? Because I want the people out in the field to know di- 
rectly the statement that you have made here, because it is such a good 
one. And I also want the people out in the field to know the questions 
that Congressmen are concerned about and how you have answered 
them. I know that would be helpful in certain areas. 

Mr. Barnes. All right, sir. 

Mr. Srety-Brown. I certainly hope you can send this statement 
that you have made out to all the people in the field who are in your 
organization. 

r. Barnes. We will obtain a copy of the record of my testimony 
before the committee and reproduce it and send it to our field offices. 

Mr. Serty-Brown. It may be some time before our hearings are 
printed. I certainly would like many of your local offices to read 
the statement that you have just made. 

Thank you, Mr. Chairman. 

Mr. Mourer. Mr. Riehlman. 

Mr. Rreatman. Mr. Chairman, because of the lateness of the hour, 
and we have these other witnesses coming, I have several questions 
that I want to ask Mr. Barnes, and permission was granted to the 
Secretary of the Treasury this morning for other members to, in 
writing, request answers to questions that we have. And I would 
like that permission, and have them made a part of the record, if 
that is permissible. 

Mr. Motrer. If there is no objection, that permission will be ex- 
tended to all members. 

Mr. Sreiy-Brown. Since the members on the extreme end find 
themselves in a squeeze, it might be a good idea when we start ques- 
tioning the witnesses this afternoon, to give the men on the end the 
chance to ask first. 
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Mr. Mutter. Mr. Brown. 

Mr. Brown. I just want 3 minutes of your time, Mr. Barnes. 

Mr. Barnes. Yes, sir. 

Mr. Brown. First, let me say, in our area office I think you have 
some good men who are sincerely doing an honest job. 

Since this record is going out to them, I want them to know I will 
tell you just as quickly when I think they are doing a bad job. But 
sometimes I feel that, in spite of all these areas of capital being avail- 
able to small business that we talk about, I think we look at total figures 
and maybe get the wrong idea on them because the figures do not 
represent too big a percentage of the overall picture. 

For example, in your statement you stated mortgage loans by insur- 
ance companies are an important source of financing small-business 
loans for acquisition of real estate. Have you seen the study made 
by the life-insurance companies to this committee ¢ 

Mr. Barnes. I have just seen it yesterday. I have not examined 
it in detail, but I am familiar with many phases of it. 

Mr. Brown. In other words, this statement you made was written 
prior to an examination of that report? 

Mr. Barnes. Yes, sir. 

Mr. Brown. Would it surprise you to learn that less than 3 percent 
of their total loans went to small businesses for acquisition of plant 
and real estate # 

Mr. Barnes. Yes; I would have thought that the percentage was 
somewhat higher than that, but I do know this, and I based my state- 
ment on our own experience. There have been a number of times 
when businessmen have sought loans from us when it was clearly a 
type that insurance companies were eager to get, and they had not 
explored the possibilities of insurance companies, and I have had 
several insurance companies that have asked us to make referrals of 
certain types of loans. 

We do that if they are specific enough. We do not like to send 
just everybody that comes in to go see the insurance une: But, 
if an insurance company will give us a specific idea of what they are 
interested in, what they will take, we will be glad to cooperate and 
make those referrals. 

I mean, by that, some insurance companies will not lend on motels, 
Others make a specialty of making hotel and motel loans. That is the 
only qualification I have put on making referrals. 

But another thing that must be considered is not the percentage 
of total loans but the amounts involved. Three percent might be a 
very large figure. I do not know exactly what it is in their report. 

Mr. Brown. Let me point it out to you. They loaned $5 billion total 
to all industries. 

Mr. Barnes. Billion? 

Mr. Brown. Five billion dollars total to all industry. 

Mr. Barnes. Yes, sir. 

Mr. Brown. And a smaller percent, less than a half of that, was 
for plant and equipment. And 6 percent of the total, if we just cal- 
culate it all as plant and equipment for small business, would be $300 
million. 

In a 3-year period, that is roughly what you loaned as the Small 
Business Administration. 
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To point that up a little bit further, you state in your statement 
that plant and real estate represented 24.2 percent of your total loans. 
Mr. Barnes. That is purposes of the loans? 
Mr. Brown. Yes, sir. 
Mr. Barnes. Yes. 


Mr. Brown. Now, that would be seven-hundredths of 1 percent of 
all the money spent in this country during that same period for new 
plant and equipment. 

_ As Mr. Evins said, what we are doing is all right, but the problem 
is that we are not doing enough. Would you agree with that? 

Mr. Barnes. Yes; ina general way. I will not qualify my answer. 
I will just say “Yes.” 

Mr. Brown. You see, what points this up so much to me is that in 
spite of everything we are doing, every survey I see, the bigger and 
bigger businesses are doing more and more percentage of the total 
volume of business being done. Do you think that inadequate capital 
is a factor in that? 

Mr. Barnes. I believe that there certainly is inadequate capital in 
many of the financial situations of small business. In looking over 
these declines myself, in almost every instance the man does not have 
enough capital in the business. This is almost a clear situation in 
every decline. 

If you make a statement like that, however, it implies that he 
deserves more, that he ought to have more. I think that if we look 
at this objectivély, we have got to say that some of these people that 
are involved in the decline situation do not present a situation where 
more capital is deserved or needed. 

I have seen situations where as high as $21 of credit has been 
advanced by creditors for every dollar invested by the borrower, I 
mean by the applicant. He has had the credit, he has had the money 
to work with, but he still hasn’t been able to produce earnings. 

Mr. Brown. Right on that subject, Mr. Barnes, you have seen a lot 
of these applications? 

Mr. Barnes. Yes. 

Mr. Brown. They come across your desk all the time. Do you think 
that the small business firms that you study or that you are familiar 
with, that by and large they can and are earning money ? 

Mr. Barnes. Yes. 

If you want a general statement on this subject, I can give you 
one. Every study that I have seen of large and small companies’ 
earnings usually arrives at this conclusion: that the large concerns 
as compared to amount invested earn a smaller percentage, but earn 
it steadily. They have a steady earning picture and not great returns 
on dollars invested, whereas small concerns either earn a lot or do not. 
They have an unsatisfactory situation. 

Mr. Brown. On that subject right there, I just went over to the 
Library the other day and took Moody’s Investment Manual and ran 
down the net return on investment before Federal income taxes of 
20 of the largest manufacturing concerns in the United States. 

The lowest net earning per dollar invested, the lowest percentage, 
was 27 percent. 

The highest was 74.9 percent before Federal income taxes. 
That is a pretty healthy situation, is it not? 
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Mr. Barnes. Yes. 

Mr. Brown. I wonder if you could make a similar study for this 
committee of just a sampling of the small-business firms ? 

Mr. Hosmer. Will you yield for just a moment ? 

Mr. Brown. Yes. 

Mr. Hosmer. You have been asked for a lot of things. How much 
is that going to disrupt your normal carrying on of your duties down 
there ¢ 

Mr. Brown. That was going to be my next question. 

Mr. Barnes. It would of course depend on how extensive a surve 
was made. However, before you ask me to do this, would you a 
the representative of the Federal Reserve if something of this kind 
is to be included in their analysis, because my impression is that it is, 
that that is now being done, and that they are spending considerably 
more to find the very answer you are seeking than would be available 
to us, and they have the people to do it with. 

Mr. Brown. That is all right with me. I do not care where we get 
it or how we get it. But I think it is important, because just as you 
stated earlier, your impression that insurance companies were pro- 
viding a higher percentage of capital than it actually turned out in 
the study, I think the more specific information we get, it is important. 
Do you not, Mr. Barnes ? 

Mr. Barnes. Yes, sir. 

If you will ask them about the fourth phase of their study, and 
then if that does not satisfy you, why, I will be glad to discuss with you 
what we can do. 

Mr. Brown. But generally speaking, you feel that their earning 
capacity is good for small-business firms ? 

Mr. Barnes. Yes, it is either very good or very bad. I mean it is 
not as consistent as large firms. That is what I am getting at. 

Mr. Brown. Thank you. 

Mr. Muurer. Mr. Hosmer. 

Mr. Hosmer. I only have one question, Mr. Barnes. 

We heard earlier this morning that. somebody put on a big con- 
ference around here for small-business men and there were no small- 
business men invited to it. If that is true, what is the explanation ? 
Or if it is not true, what is the situation ? 

Mr. Barnes. I wish I had had a chance to discuss this with Mr. 
Multer before he said that. But since I have not IE would like to 
make this explanation. 

The invitations were delivered by a committee appointed by the 
chairman of the conference. We were given the opportunity to be 
represented on that committee and were fepresented by a businessman 
and by one member of my staff. 

We had limited the overall attendance at the conference to a thou- 
sand. We wished to have represented there small-business men, trade 
associations interested primarily in small-business problems, repre- 
sentatives from colleges and universities and foundations that were 
dealing with research problems that would be of interest to small 
firms, and representatives of research departments of large companies 
who made their research findings available to small firms. 

A percentage figure was attempted to be established, and was in 
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general adhered to. My recollection is that there were 400 actual 
small-business men who were selected solely because they were small- 
business men. There were representatives of, I think, 150 or more 
trade associations. 

Now, they were listed as maybe presidents of a trade association, 
but the trade association had 70 or 80 percent of its members from 
small firms, and most frequently the president himself was a small- 
business man. 

This did not only include such type associations as the one Mr. 
Berger belongs to, but many others, grocers, jewelers, many other 
types such as that. 

y own count, Mr. Multer, was very much different than yours. 
It was nearer 600 that were actually small-business men, about 200 
from schools and colleges and foundations, and 200 representatives 
of research departments from large companies. 

Many of those people, of course, were primarily engaged in answer- 
ing research problems of small firms to whom they sell their products, 
I mean such as in the chemical industry and others, where they help 
the small plastic manufacturers. 

We were very much concerned about the same thing that you were, 
and I can only tell you what my count was. I will be glad, if you 
do not have it, to supply you with a list of the people that were there. 

Every part of the meeting that I attended, the ces was com- 

letely on research and development activities for the benefit of small 
firms, both in technology and in the distribution field. 

We tried very much not to have a conference that would produce 
results that we had prepared in advance. We stayed cana away 
from any suggestions as to what any of the committees might recom- 
mend. There were many of those conferences, individual confer- 
ences, that made a number of recommendations. 

All this is going to be made available to you. It was surprising to 
me that there were not more recommendations for legislation, but the 
fact that there was not is an indication, certainly, that I did not have 
anything to do with steering what conclusions they came up with, nor 
did anyone else in the administration. 

They were particularly interested in research and distribution, and 
there is not a lot of legislation, perhaps, that will have a bearing on 
that. 

Mr. Mourer. I wonder if we are talking about the same conference ? 
Is this the one that SBA set up? 

Mr. Barnes. It is the President’s Conference on Research for Tech- 
nical and Distribution Research that was held in September. 

Mr. Muurer. When was it held? 

Mr. Barnes. In September. 

Mr. Muurer. Who was chairman of the conference committee? 

Mr. Barnes. Dr. Eric Walker, president of Penn State, was the 
chairman. 

Mr. Mutter. Who appointed the conference committee? 

Mr. Barnes. Mr. Weeks and I selected Dr. Walker. After that, 
the selections were made by him. 

He had two deputy chairmen, Mr. Motley, editor of Trade Maga- 
zine, and Dr. Kimball, head of Midwest Research in Kansas City. 
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Dr. Kimball is on our National Council of Advisory Boards. 
Every member of our National Council of Advisory Boards took part 
in the conference, as did many of our field advisory boards. 

Is that the one you were referring to? 

Mr. Murer. That may be the same one I am referring to. 

Did the Department of Commerce take care of all the arrange- 
ments of setting it up? 

Mr. Barnes. No, sir. 

Mr. Mouurer. Who did that? 

Mr. Barnes. It was done jointly, and our staff worked on some 
phases. 

Their staff worked on others. 

It was a matching basis, as a matter of fact. 

Mr. Murer. o made the contracts for expenditures of money 
in connection with the conference? 

Mr. Barnes. Dr. Walker did. 

Mr. Mouurer. And what fund did that money come out of ? 

Mr. Barnes. The Department of Commerce supplied part, and we 
supplied part. 

A major part of the money, also, was supplied by the registration 
fees of the people that came to the conference. 

Mr. Mutrer. May I return to your statement with reference to 
the insurance companies. I think I asked you about participation. 
Do you sell any loans to the insurance companies as you do to the 
banks ? 

Mr. Barnes. We are willing to and have offered to but generally 
speaking they have been interested in larger sized loans. I have 
been making up a list of some of our larger loans that are 6 months 
to a year or more old to offer to 1 company. That is the extent to 
which there has been any of that activity with insurance com- 

anies, 

4 Mr. Mutter. Your statement of what the insurance companies 
are doing in this field is more in line with what I thought they were 
doing until I saw the survey presented here yesterday. Then I 
was for a time pleasantly surprised to note what they appeared to 
be doing in accordance with the survey. This morning I picked 
up the October 1957 Federal Reserve Bulletin and I find these as- 
tounding facts on page 1157: “Total assets of all the life insurance 
companies in the country increased from December 1955 to August 
1957 by $9,107 million.” 

All of their loans that could be possibly classified as commercial 
loans increased during the same period by $59 million. If we as- 
sume that some of their policy loans to their policyholders were 
used by small-business men, you get less than a half million dollar 
increase during that same period that might possibly be considered 
commercial loans as against the total of over $9 billion increase in 
assets. The conclusion I draw is more or less along the line of your 
statement, that they are looking for big business loans. 

Mr. Barnes. I think, of course, the figures may be rather large. 
This may indicate perhaps $500 million or twice that amount that 
has gone to small firms from one or another insurance company 
sources. 

Mr. Mctrer. It cannot be insurance company sources. Loans must 
be part of their assets. They loan from assets and the loan goes into 
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the asset column again, so when you take the total increase in assets 
you have all of that there, and yet they break it down by Govern- 
ment securities—this is their investments—Government securities, 
bonds, and stocks which are business securities, mortgages, real es- 
tate, policy loans, other assets. Now certainly real estate and mort- 
gages, some of that is commercial loans, but they are talking not of 
the kind that you and I are, for small business. 

Mr. Barnes. That is right. 

Mr. Moutrer. This may give a somewhat distorted picture but I 
certainly hope they will give us some explanation, because even with 
the 3 percent that Mr. Brown referred to as their putting into small- 
business loans, they are just not doing the job that they can do and 
are authorized to do. But that is not your province except to edu- 
cate them as to what can be done for small business. 

Mr. Barnes. May I observe that I think it might be interesting to 

ou also to get the figures on the pension plans, the funds that are 
ies derived from pension plans, most of which flows through trus- 
tees into securities of some large businesses and assists in various 
types of financing enterprises. I have not been able myself to figure 
out anything that could be done about this particularly, but this is 
a large fund of capital from which small business is deriving com- 
paratively little benefit as far as I have been able to find out myself. 

Mr. Motrer. I think you have a legal problem there. I think most 
pension funds are restricted to so-called legal investments which would 
not take in the type of loans that the commercial banks make or that 
SBA is permitted to make. That would require probably changing 
the law in 48 States to qualify them for this type of loan. I am not 
suggesting that it should not be done, but that is the process. 

Mr. Barnes. I believe there is a new trustee’s responsibility in con- 
nection with pension funds that is not the same as a trustee under the 
general laws, and the problem is more one of what the trustee can 
take the time to investigate and can afford to take part in managing. 

It is a very large source of capital now and is increasing all the time, 
and very little of it as far as I know is going into small business. 

Mr. Mutter. There is one other statement you make at page 11 that 
I must take issue with. You say: “In view of the tremendous ex- 
pansion of credit which has occurred even within the last 2 years, 
there is no doubt but that the claim made by the private banking 
system, the amount of credit going to small business has increased, is 
a correct statement.” 

I do not think that is so at all and I think you prove it on the next 
page when you say that new business loans have just about equaled, 
in 1956, what they did in 1955, while by contrast new business loans of 
over $200,000 have increased from $11% billion to $2.3 billion. I 
think that indicates the contrary, that the money is going to big busi- 
ness and not to small business. 

Mr. Barnes. May I explain the basis on which I made that state- 
ment ? 

Mr. Motrer. Surely. 

Mr. Barnes. The study mentioned at the top of page 12 involves 
only 91 large banks. I think that you have got to recognize that out 
of some 16,000 banks in the country, 15,000 of them are in the smaller 
cities and generally speaking their principal customers and principal 
borrowers are small businesses. 
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Now, I know of no definitive study or final answer that we will 
have on this until the Federal Reserve completes its study, which 
will give an answer on this very subject. But it is within my own 
knowledge of these banks in the smaller communities with whom we 
deal the most. They likewise have increased their deposits and in- 
creased their loans, and since any figures that are given relate to the 
whole banking system, you have got to assume that some of the 
increase was in the 15,000 smaller Sadites as well as in the thousand 
larger banks. Thus, some of it must have gone to small business. 
But the exact amount you can say I am wrong, I am not trying to 
defend the banking system. I am merely saying that this is what 
they have said and it cannot be disproved and it 1s very likely a cor- 
rect statement. 

The Cuatrman. Mr. Multer, will you yield there for an observa- 
tion ? 

Mr. Motrer. Surely. 

The Cuarrman. For two reasons I think Mr. Multer’s statement 
is probably correct. One is that this study does not take into ac- 
count a loan that is made by the correspondent bank, the big bank 
with funds from several small banks and made to big business. It 
does not take into account the large concerns that have deposits in 
the small banks and a larger concern gets loans from the small banks 
there in the local communities. Those two factors are major ones, 
and if my information is correct they are not considered in this 
study. 

Mr. Brown. Would the gentleman yield right there? 

Mr. Murer. Yes. 

Mr. Brown. Would it be possible, Mr. Barnes, that your supposi- 
tions about bank credit and bank capital available to small business 
could be as wrong as your suppositions were on what the insurance 
companies were doing ¢ 

Mr. Barnes. Yes; I do not want to say that I am infallible. I have 
given you the reasons on which I based my opinion. This is a big 
field, and the Federal Reserve is making the survey, and I just merely 
stated what it appeared to be to me. 
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Mr. Brown. My reason for asking was that I think, as I stated 
earlier, that we sometimes get impressions of this whole picture that 
just do not pan out when we get right down to cases. 

Mr. Barnes. I based my impressions on the fact that most of the 
Small Business Administration participation loans are with the 
smaller banks, the banks in the smaller communities or smaller banks 
in the larger cities. 

Mr. Mourer, I think the best guide, Mr. Barnes, for you and for us 
would be that SBA may not make loans unless they cannot be obtained 
from the banks, and that the number of applications that you are 
getting, that SBA is getting, have increased and are much greater in 
number and in dollars today than they were last year and than they 
were in 1955. That is so, is it not? 

Mr. Barnes. Yes, sir. I have prepared a chart which might be 
helpful to you on this, which lists in a curve our increase in loan 
applications, and also charted on this curve are the dates at which 
there were changes in the discount rate by the Federal Reserve System, 
I will be glad to furnish that to you with these comments. 

It would appear that most of the time changes were made, about 
3 or 4 months later we had an increase in applications and without 
any change in policy on our part at all. But this did not occur after 
the change in August of 1957. At least if so, it has not occurred yet. 
The other times there has been a material increase in the number of 
applications some 3 or 4 months later. In a sense I think maybe that 
is part of what the role of SBA is, to provide a safety valve effect when 
a restriction on credit that is applied generally is likely to result in 
some inequities to individual businesses that have projects underway 
or that have important things to go. Thus this agency performs the 
function of having a procedure whereby that equity may be given. At 
this point I will supply this chart. 

The Cuamman. Would you like to put it in the record in connec- 
tion with your remarks? 

Mr. Barnes. I will offer it to the committee and let its staff deter- 
mine that. 

The Cuatrman. Without objection it will be put in the record at this 


point. 
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(The chart referred to above is as follows :) 
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Mr. Mutter. Now that the rediscount rate has been lowered a half 
a percent, are you going to change your rate of interest ? 

Mr. Barnes. We have been over the interest-rate figure so many 
times that I probably cannot add anything here. I still feel that if 
the 5 percent interest rate is changed in our law, it will materially 
affect the interest rates of local banks in our program, and I do not 
believe that the committee would want it to have that effect. I believe 
its major effect will be in the field of the participation loans, the LLP 
loans which are now 39 percent of our loans, and are going to the very 
smallest companies. I believe that the banks are likely to find it un- 
profitable to have this kind of loan if they have to pay 3 percent for 
their money. They just simply will not be as active as we would like 
to see them be. 

The CuamrmMan. Would the gentleman yield right there? 

Mr. Mutter. Yes. 

The Cuarrman. You stated that the bank pays 3 percent for its 
money. The money they borrow is high-powered dollars. They ex- 
rs on that money a minimum of six times. In other words, in the 

anking system where money is borrowed for reserves, and upon which 
they pay 3 percent, they can lend that 6 times. If they borrow $1 
million, they can lend $6 million. They pay 3 percent on the $1 mil- 
lion and get 4 to 6 or 7 percent on 6 times that much, so why would 
that be so much of a deterrent. 

Mr. Mutter. Before he answers that, Mr. Chairman, every dollar 
that they have of depositors’ money they lend out except for the re- 
serves that they keep under the law, and that does not cost them any- 
thing except the servicing expense on the account. 

The Cuarrman. Well, that is a service charge. 

Mr. Barnes. To answer your question, Mr. Chairman, I think that 


most bankers that I know, and I have many such friends I want to. 


continue having as friends in the banking profession because it is of 
assistance in what I am doing, but if they have an opportunity to look 
at a loan on which they can earn 6 percent and must choose between 
that and one which has a 5 percent figure, they are going to put their 
money into this 6 percent loan, and this is without regard to economics 
or anything else. 

This is the way they think in terms of banking earnings for their 
depositors. 

Mr. Mutrer. What is SBA charging today ? 

Mr. Barnes. Six percent on direct loans and between 5 and 6 on 
bank-participation loans. 

Mr. Moutrer. I have just one other matter I would like to ask about. 
I notice on exhibit 4 annexed to your statement with reference to par- 
ticipating in development corporation loans—— 

Mr. Barnes. What page is that, sir ? 

Mr. Mutter. Exhibit 4, page 231, of this hearing. We have been 
told here about the operation of these development corporations in 
the New England States and in the State of New York. I notice 
in your list, in addition to the New England States and New York. 
you list 10 other States. Would you mind supplying for the record 
some information as to the operation of the development corporation 
in each of those 10 States outside of the New England area? 
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Mr. Barnes. This will be furnished by Mr. Mueller in connection 
with his testimony this afternoon. (See pp. 290-294.) 

Mr. Muourer. Good, thank you. 

That is all, Mr. Chairman. 

The CuHarrman. Mr. Yates. 

Mr. Yates. On page 223, Mr. Barnes refers to factors and commer- 
cial finance companies. In determining whether or not to make money 
available to a small business, does the Small Business Administration 
consider whether the applicant will have to pay what might be termed 
an exorbitant rate of interest? 

Mr. Barnes. Yes, and this is a tough problem sometimes as to what 
is a reasonable rate of interest in connection with the service to be 
performed. As you know, in some types of factoring when you assign 
your accounts receivable, I don’t refer to the true type of factoring 
that was formerly done in connection with textiles, but with the 
general type that is used now, certainly the factor does, to a certain 
extent, keep books. 

He assumes part of the risk. He investigates and stands behind 
the credit risk of the person to whom the sale is being made or is repre- 
sented in the account. This is an expensive operation, one that in- 
volves some risk, and we try to weigh this against the borrowers, 
I mean the borrowers’ previous record to see what his losses might 
have been if he had done his own financing. We take all those things 
into consideration. We do not fix any exact point which is unrea- 
sonable. We weigh it with what the other experience is in that 
industry as best it can be determined. 

Mr. Yares. I know that some factors have charged firms that I 
know of as much interest as 18 to 20 percent. Would you consider this 
to be exorbitant to the point where you might permit a loan to be 
approved in the face of that type of availability of money ? 

Mr. Barnes. Just as I say, we do not have any inflexible rule. In 
some cases we have provided working capital funds where 18 percent 
was being paid. In other cases we have not. It largely depended 
on the type of industry and what was the general experience in the 
industry. We do not think one individual should have an advantage 
over what his competitors are also paying and using, and that is the 
basis we usually go on. 

Mr. Yares. The fact that one industry pays that amount does not 
necessarily mean that another industry should have to pay it. 

Mr. Barnes. No, I said within the industry. 

Mr. Yares. I mean within the industry. Would the fact that one 
firm pays that doesn’t mean another firm would have to pay it, does it ? 
Wouldn’t the industry be better served, perhaps, if both firms borrowed 
the money from your organization at a lower rate of interest ? 

Mr. Barnes. Only to a degree. You see, if that type of financing 
is engaged in, and we have to take the same security that the factor 
does, this requires the type of operation that we are not very well 
geared to do. You know, the assignment of accounts receivable and 
all the work that goes with it. We try eagerly to—— 

Mr. Yates. Is that the type of collateral that you do not like to 
take? Do you ever take that type of collateral ? 

Mr. Barnes. Yes, we do. And we set up bonded warehouses and we 
do all that sort of thing. 
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Mr. Yares. I have no further questions. 
Mr. Barnes. But it makes it a lot easier for us if we can have the 
advantage of someone on the scene to actually handle the accounts 
receivable. 

The Cuatrman. Mr. Brown. 

Mr. Brown. I forgot to ask you earlier, Mr. Barnes, you mentioned 
that one firm you knew of had $55 million out on loan to its dealers. 
I do not want the name of the firm, but could you tell me the type of 
industry ? 

Mr. Barnes. It was in the petroleum business. 

Mr. Brown. Thank you, sir. 

The Cuarrman. Any other questions, gentlemen ? 

Mr. Barnes, we thank you very much. We meant no disrespect in 
having to leave temporarily. We will certainly read with interest 
ever thing that you have said and it will certainly be given considera- 
tion by the committee. 

Thank you very much. 

(The material referred to in Mr. Barnes’ statement is as follows:) 














Poot LoaN AUTHORITY 


Prepared by Office of Economic Adviser, Small Business Administration, 
October 1957 


One of the lesser known authorities under which the Small Business Adminis- 
tration fulfills its function of encouraging and developing the actual and potential 
eapacity of small business is that which provides for the “pool loan program.” 
Under this authority, first written into the Small Business Act of 1955, loans 
in excess of SBA’s $250,000 limitation can be made to corporations formed and 
capitalized by groups of small-business concerns with resources provided by them, 
for the purpose of establishing facilities in and through such corporations to 
produce or secure raw materials or supplies. 

Loans made under this authority may range in size up to $250,000 multiplied 
by the number of separate small businesses which have banded together to form 
the corporation. Thus, under the law, if 10 individual small concerns have 
formed and capitalized a corporation for the purposes stated in the law, a loan 
could be made (presuming credit factors permitted) in the amount of $2.5 million. 
Bank participation could increase this amount even further. If the loan is to 
be used for construction, it may have a maturity of as much as 20 years. The 
interest rate on such loans has been set at 5 percent. 

The first loan under this program was made to the Maine Starch Sales Co., 
of Presque Isle, Maine. This company was established in 1949 for the purpose 
of assisting its stockholders, all of whom are small manufacturers of potato 
starch, to secure raw materials in the form of potatoes for use in their plants. 

To understand the need for this company and for its subsequent financing by 
SBA, it is necessary to go into the background and economics of the potato- 
raising and marketing situation. To begin with, the potato starch manufacturers 
cannot under ordinary circumstances pay the going wholesale price for potatoes. 
Their usual practice is to buy only culls, i. e., the poorer quality and smaller 
potatoes which are less suitable for table use. Potatoes contain only about 18 
or 20 percent starch, in contrast to the common cereal grains which run from 
50 to 75 percent starch, and a good recovery from a hundred pounds of potatoes 
is 10 pounds of starch. Although a large part of the remaining pulp can be 
dehydrated and used for cattle feed, the percentage recovery is small compared 
to the cereals. 

Potato starch is very similar chemically to cereal starch, but it has a different 
granular structure. It is preferred in certain uses, particularly in the manu- 
facture of some types of paper, and for sizing of textiles, etc. Its total produc- 
tion, however, is so small that it can hardly be considered a serious threat to the 
cornstarch industry, with which it competes to a limited extent. 

The bulk of the marketing of Maine potatoes takes place in the late fall and 
early winter. Shipments are also heavy in March, but by that time consist mainly 
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of seed potatoes. The farmers are, of course, anxious to receive payment for 
their year’s labor and investment. Therefore, the starch manufacturer must be 
able to pay for practically a year’s supply of raw material over a period of only 
a few months. 

Since most of the potato-starch manufacturers are small, with comparatively 
limited resources, a number of them banded together in 1949 to form the Maine 
Starch Sales Co. This company, assisted by outside financing, advanced funds 
to its stockholder members so that the individuals could not only buy the neces- 
sary raw materials when they came on the market, but could also dispose of the 
manufactured product in an orderly manner. In spite of its name, the Maine 
Starch Sales Co. has never sold starch. Its sole activity has been to finance the 
procurement of potatoes by its stockholders. 

In recent years, Maine potatoes became a surplus problem. Recognizing this, 
the Department of Agriculture instituted a diversion program, seeking to send 
more of the crop to stock feeders and to the industrial user, and less to the table. 
This naturally placed a financial strain on the starch manufacturers, who were 
anxious to obtain a maximum supply of potatoes, but were unable, even with 
their resources joined in the Maine Starch Sales Co., to finance their purchases 
and to carry their inventories. A small bank in northern Maine had been 
helping to finance the enterprise, but because of its size was unable to furnish 
sufficient credit for the upswing which was expected under the diversion 
program. 

In October 1955 the starch company, together with its bank, entered into nego- 
tiations with SBA for a loan. After examination and following the required 
clearance with the Department of Justice and the Federal Trade Commission, 
the loan was approved, on October 27, 1955, in the amount of $700,000, with a 
maturity of 18 months. The bank made and serviced the loan, taking a partici- 
pation of 10 percent for itself. Security for the loan was provided by (1) notes 
of the subborrowers payable to the starch company and assigned to the partici- 
pating bank, such notes being secured by field warehouse receipts covering potato 
starch; and (2) guaranties, by the principals of the corporate subborrowers, of 
the obligations to the starch company, limited to an amount proportionate te 
their holdings in the subborrower companies. 

Later the maturity of the loan was extended to October 8, 1957, to enable the 
starch manufacturers to have access to funds during the 1956-57 starch-manu- 
facturing season. 

At the inception of this loan, 19 member companies were listed. As an illus- 
tration of the flexibility of this type of credit, one of the participating companies 
withdrew and was replaced by another producer. Still later, a 20th company was 
added. 

There is a human interest touch in connection with the last company to join 
this enterprise. The firm is located in the tiny town of St. Agatha, Maine, up 
near the Canadian border. Back in March of 1955 newspaper stories related 
that the schoolteachers in St. Agatha had received no salary checks for some 
time, but were carrying on their duties on a volunteer basis. The town simply 
could not collect the taxes owed by the potato farmers in the vicinity and could 
not pay the teachers. Evidently conditions have changed since then, and it is 
possible that the SBA potato-starch loan had something to do with the change. 

Just recently, the participating bank reported that the starch manufacturers 
had greatly increased their production through the increased use of potatoes, 
and added that this rise has certainly been of great assistance to potato growers. 
It hardly needs to be added that the small-business members of the potato-starch 
manufacturing industry were benefited also. 

The second pool loan granted by the Small Business Administration was made 
to the Boston Fisheries Cooperative, Inc., an organization established by a 
number of wholesale fish processing firms operating at the Boston fish pier. 
This loan, in the amount of $1 million, was made in cooperation with the First 
National Bank of Boston, which has a 10 percent participation in the credit, and 
services the loan for SBA. 

In this case, as in the potato-starch loan, it is necessary to delve into the 
economic background of the North Atlantic fishing industry, with particular 
reference to the haddock fisheries centered in Boston. Contrary to popular 
impression, landings of haddock at Boston far outweigh, in both volume and 
value, the landings of other species, including codfish, once the mainstay of the 
New England fisheries. 
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Almost all haddock landed. at Boston is sold at auction, through the facilities 
of the New England Fish Exchange. Even the fish brought in by dealer-owned 
boats is put up at auction, and the dealer must bid for it on an equal basis with 
the other dealers. 

There is a large seasonal variation in the New England fishing industry. 
Landings of fish in June, July, and August of 1956 at Massachusetts ports were 
almost five times what they were in December, January, and Februray. Since 
the consumer demand for fish tends to be somewhat slack in the summer and 
rises in the fall and winter and again in the lenten season, the heavy landings 
in the summer impose a severe financial burden on the dealers, wholesalers 
and processors, who must attempt to absorb the large quantities offered in the 
summer, process and freeze or store them, and hold them for orderly marketing. 

During the last few years, imports of fish have risen sharply, and have created 
a competitive situation which, added to the seasonal financing problem just 
described, has reduced profits for most operators to the vanishing point. Due 
to these circumstances, the small Boston dealers have not been financially able 
to make heavy purchases in the summer, store their products, and market them 
in the fall, winter, and spring when fishing is slow but demand is up. This 
financial inability to carry inventories caused a chaotic marketing situation 
during the period of high production of raw materials, i. e., fish. It resulted 
in an over abundance of fishing products selling at distress prices in the late 
spring and summer, and an artificial shortage with high prices during the 
fall and winter. 

The necessity for immediate turnover of the finished product resulted natur- 
ally in a drop in prices paid to fishermen for raw fish. In the late summer of 
1954, low prices brought about a tieup of the large Boston trawlers, which lasted 
about a month. In May 1955, the heavy spring landings of haddock glutted the 
Boston market so that the ex-vessel prices again hit a low point, and again a 
major part of the fleet tied up. 

Recognizing the need to insure a steady source of supply at reasonable prices, 
some 21 wholesale fish dealers and processors joined together to form the Boston 
Fishing Cooperative, Inc. The stated purpose of this group, incorporated in 
March 1956, is to reestablish the domestic fishing industry to its former promi- 
nence in the economy. 

The cooperative has been instrumental in providing financing to its member 
firms at times when fish receipts were heavy and demand was light, something 
the individual firms could not do for themselves because of lack of capital. 
However, the cooperative’s funds, drawn from its members in the form of 
assessments, proved to be inadequate, and in May 1956 it applied to Small Busi- 
ness Administration for a loan. 

Hxamination of the loan application, settling of procedures with the partici- 
pating bank, and securing the required clearance from the Federal Trade Com- 
mission and the Attorney General, consumed several months. Certain changes 
were made in the cooperative’s proposed marketing agreement to meet objec- 
tions raised by the Department of Justice, and public announcement of the 
granting of the loan was made in January 1957. 

The credit as granted is a revolving-loan type, made and serviced by the par- 
ticipating bank in the gross amount of $1 million, in which SBA participates 
to the extent of $900,000, or 90 percent. The loan is payable in full 3 years from 
the date of the loan agreement. Disbursements are secured by the pledge of 
inventories of processed haddock and other fish in cold storage, and by the 
assignment of accounts receivable. Proceeds of the loan are used solely for 
advances to the participating member companies for the purchase of fish. 

Provision is made for the reduction of the loan to $400,000 on April 1 of 
each year, to insure inventory turnover. 

Unlike the potato starch loan, this credit has not been outstanding for a suf- 
ficient length of time to form a judgment of its worth to the industry. There 
ean be no Claim that it has solved the manifold problems of the New England 
fishing industry. However, if, as it appears to be the case, it has served in any 
way to maintain and further the position of small business in this industry, it 
must be considered a worthwhile undertaking. 

Small Business Administration is prepared to consider applications from other 
groups of small business concerns with similar problems relating to the secur- 
ing or the production of raw materials and supplies. 








PROBLEMS OF SMALL-BUSINESS FINANCING 






INSURANCE CoMPANIES CAN HELP SMALL BUSINESSES ” 






By Wendell B. Barnes, Administrator, Small Business Administration 





Insurance companies have a large stake in the welfare of this Nation. They 
are guardians on behalf of millions of Americans of a tremendous aggregate 
of wealth. 

In a larger sense they are important trustees charged with helping to see 
that our unparalleled economic system is maintained. 

The insurance companies are aware of this stake they have in our economy 
and of the responsibility it entails. For that reason it would be difficult, I 
believe, to overestimate the importance of their role in the Nation’s economic 
development. 

That has been true in the past and it is equally true today. 

The Nation’s economy, aS measured by the gross national product, the 
total expenditure for the goods and services in a year, has grown from $91.5 
billion in 1939 to $387.3 billion last year, a more than fourfold increase since 
the beginning of World War II. 

During the same period payments to policyholders and beneficiaries by the 
Nation’s insurance companies have increased from a little over $2 billion to 
over $5 billion, and the companies have increased their total assets by more 
than 3 times, from $29.2 billion to $90.8 billion. 






















HEALTHY GROWTH 






Obviously, the manner in which the large investors, such as the insurance 
companies, invest their funds has an important bearing on the growth of our 
economy and equally as important, on the direction that the economy takes. 

The fact that our private enterprise system gives very definite indications 
of continued healthy growth is evidence to me that the private banking system, 
and the private insurance companies, are doing a good job. 

All the same this is no time for complacency. When things are going well, 
it is worthwhile to analyze the sources of funds and their uses to seek means 
for still further improvement. 

While the first obligation of insurance companies is to their policyholders 
and their stockholders, are there fields that can be explored by insurance com- 
panies that provide additional strengthening of the Nation’s economy? Are 
there investment or loan policies which could be adopted by insurance companies 
which do not conflict with their obligations to their policyholders and share- 
holders and which would at the same time develop new sound sources of 
revenue? 

It is with these thoughts in mind that I should like to call attention to a 
vast field of investment opportunity that appears to offer great possibilities for 
the future. 

I am referring to the field of small business. 

Consider these facts: More than 95 percent of the businesses of this coun- 
try are small firms, and included among them are some of our most profitable 
and fastest growing concerns. Firms such as these offer prime investment op- 
portunities. 

Many of these firms have good earnings records and sound future prospects, 
but need loans or equity capital to provide funds for new buildings, enlarged 
plants and equipment, or for additional plants in new locations. 

We should always bear in mind that some of the industrial giants of today 
were themselves, only a generation or so ago, struggling small enterprises. 

It is important to our whole economy to keep it dynamic, to keep the door 
of economic opportunity open, to give the small firm a chance to grow and 
expand. 

That is our aim in the Small Business Administration. We try to help small 
firms in every way we can, to see that the opportunity is there, that there is a 
means for small firms to expand. 



































1This direct appeal for insurance company cooperation developed through a chat with 
Mr. Barnes in Washington, D. C., and several conferences between Ray Stroupe of the 
Spectator’s Washington office, and SBA staff members. Recognizing both the opportunities 
and the obstacles in his investment suggestions, Mr. Barnes still makes a strong case for 
several practical steps investment committees of insurance companies should take right now. 
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Our basic concern is nowhere better stated, I believe, than in the Small Busi- los 
ness Act of 1953, the act which created the Small Business Administration. mi 
Let me quote from it briefly : th 

“The essence of the American economic system of private enterprise is free ac 
competition. Only through full and free competition can free markets, free 
entry into business, and opportunities for the expression and growth of personal co 
initiative and individual judgment be assured. The preservation and expansion in 
of such competition is basic not only to the economic well-being but to the or 
security of this Nation. 

“Such security and well-being cannot be realized unless the actual and potential fa 
capacity of small business is encouraged and developed. It is the declared policy of 
of the Congress that the Government should aid, counsel, assist, and protect 
insofar as is possible, the interests of small-business concerns in order to pre- tc 
serve free competitive enterprise, to insure that a fair proportion of the total hi 
purchases and contracts for supplies and services for the Government be placed m 
with small-business enterprises, and to maintain and strengthen the overall 
economy of the Nation.” 

This is the concern your Government has for the welfare of small business, 

It is, of course, our concern in the Small Business Administration, but beyond 

that it is the proper concern of all business, large as well as small. For the b 

well-being of this Nation is tied closely to the welfare of small business. Unless e 

small firms prosper, there can be no lasting prosperity for any. e 
FOUR ACTIVITIES ; 

To discharge the great responsibilities outlined by the Congress, the Small 2 
Business Administration carries on four major activities : 

Financial counseling and assistance ; I 


Help to small firms in obtaining an increased share of the Government’s 
contracts ; 

Help to small firms on their management and technical production prob- 
lems; and 

Disaster loans at 3 percent interest to aid in the rehabilitation of homes 
and businesses damaged or destroyed in natural disasters. 

In the program we have developed to assist small firms, we are ever mindful 
of the basic philosophy expressed not so long ago by President Fisenhower, 
when he said: 

“The lasting prosperity of the Nation depends far more on what individuals 
do for themselves than on what the Federal Government does or can do for 
them.” 

Our programs are, therefore, all geared to provide tools that the enterprising 
proprietor of a small firm may utilize to help his firm develop and grow within 
the framework of our private, free enterprise economy. 

Let me now turn for a closer look at one of our major programs of assistance 
to small firms—helping them gain access to needed credit at reasonable rates. 
Our statutory limit is $250,000 in Government funds for any one borrower, 
and our average loan is less than $50,000. 

This program was developed with the active assistance and cooperation of the 
Nation’s private banks. We do not have the authority and will not make a 
Government loan if private funds are available to the small firm at reasonable 
interest rates. 

But when a small firm shows us that private funds are not available to it on 
reasonable rates and that it has good management and good earnings prospects, 
we want to do all we can to help. 

First, we try to interest the prospective borrower’s bank in a participation 
loan, with the bank putting up part of the funds and the Government the 
remainder. 

Two-thirds of our loans are bank-participation loans. As a matter of fact, 
this type of loan has been increasing sharply during the past few months. 


- ma nie ae 


PARTICIPATION LOANS 





It is only when we are unable to interest a bank in taking a participation in 
the loan that we consider making a direct Government loan to help the small 
firm. We have made a few participation loans with insurance companies, chiefly 
disaster loans when there was already an insurance-company loan outstanding. 
Insurance with cash-surrender value is frequently used as collateral for our 
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loans. In some of our loans we impose a condition requiring the borrower to 
maintain term insurance. The important thing to insurance companies about 
this program is that our losses thus far have been very small. The only losses 
actually suffered have been in making the financing of Government contracts. 

Although there are a few other loans in liquidation, it seems certain that the 
collateral will be adequate to prevent loss. And, of course, there is more risk 
involved in some of our loans than would be the case in the type of construction 
or expansion loans that an insurance company would finance. 

The repayment record of the small firms is good, and many of the small manu- 
facturers and retail stores have records that are well within the credit criteria 
of insurance companies. 

Let me emphasize that we are seeking to improve our private-enterprise system, 
to make it ever more effective. We have done and are doing a great deal to 
help proprietors of small firms obtain the credit they need, not from the Govern- 
ment, but from their private bankers. 


USING RESOURCES 


We believe that we have achieved a measure of success in working with private 
banks and, quite naturally, we would like to explore whether we can help develop 
a means for utilizing in behalf of small firms some of the very great financial 
resources of the insurance companies. 

I am aware that there are many hurdles in the way—to mention only two, 
legal restrictions on the use of insurance funds, and the higher cost involved in 
making small loans to many concerns rather than large loans to a few industrial 
giants. 

But the advantages to the insurance companies resulting from the establish- 
ment of even a moderate small-business loan program, I believe, are far more 
compelling than the obstacles. 


NO CONCERTED EFFORT 


I am aware that the insurance companies, many of them, are already making 
some funds available to help small firms. This they are doing to some degree 
through the purchase of industrial bonds and stocks and through mortgage loans 
on buildings and land. Undoubtedly, some of the mortgage loans and some of 
the policy loans of insurance companies have been of great help to small firms. 

But there does not appear to be any concerted effort by the insurance companies 
to study the problem of making loans to small firms, and of actively seeking to 
increase this type of lending and investment. 

It might be possible for insurance companies to set aside a percentage of their 
funds available for investment in securities to use in the development of sound, 
small companies which have good growth prospects. Many such small companies 
find the regular channels to raising equity capital too costly in relation to the 
comparatively small amounts required for expansion. 

The insurance companies are especially well informed. It is no exaggeration 
to say that they are as well informed as any investment group in this country 
on such vital matters as research development, new trends and developments, 
new products and new processes, business trends and changes. 

The insurance companies must be well informed about these matters because 
their investments are directly affected by them. They know that in these 
changing times, perhaps as never before, it pays to be alert to new developments 
and new trends; they cannot afford to fall behind. 


RESERVOIR OF EXPERIENCE 


Here is a great reservoir of business knowledge and experience that is of 
inestimable value and that should, somehow, be brought to bear in the important 
task of maintaining and strengthening small businesses, the foundation of the 
free-enterprise system. 

The measure of the importance of keeping small firms prosperous becomes 
readily apparent when it is known that approximately 30 million people in this 
country earn their livelihood in small firms, including the 7 million proprietors. 
It is estimated that one-third of the population are dependent on small firms 
for their support. Small business must be kept prosperous and growing. 

This is a challenge for everyone in the financial field, and in this work the 
Small Business Administration is proud to have a leading role. While much 
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has been accomplished, we recognize that there is much more that can be done, 
particularly by insurance companies. 

Therefore, we seek the cooperation of the insurance companies, of the bankers 
associations, and of every forward-looking trade association in the development 
of financial programs which will benefit the small businesses of the Nation. 
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SPECIFIC OFFER 


I wish to make a specific offer to insurance companies interested in develop- 


ing or expanding a loan or investment program for small companies. The officers. 


or proprietors of many small firms consult wtih our offices in all parts of the 
country each week about their financial problems. 

We are not anxious to make a Government loan to these firms if the funds 
sought are available from private sources at reasonable rates; in fact, the Small 
Business Act prohibits us from making loans in such cases. We are willing to 
refer such loan prospects to insurance companies interested in making such loans 
or having any type of investment policy that would provide financing for these 
firms. 

INFORMATION LACKING 


We do not have specific information from many of the insurance companies 
as to exactly the type of loans that could be of interest. While we want to give 
intelligent counseling to the applicants coming to our offices, we do not want to 
burden insurance companies with consideration of many unsuitable cases. We 
have developed a form (SBA 329), which is available at any of our fields offices, 
which makes it possible for an insurance company to specify the type of loan- 
applicant opportunity it would like to have referred for consideration. 

A second form (SBA 330) permits an insurance company, pension trust, or 
similar investor to specify the type of bonds, debentures, preferred stocks, or 
other securities of small companies it will consider for investment purposes. 
When such information is furnished, it is reproduced and made available to our 
financial specialists who engage in financial counseling work. It is not dis- 
tributed outside of the agency or made available for any other purpose. 

My offer is to refer to any insurance company filing these forms the specified 
type of applicants who seek assistance or financial counseling from us. We will 
attempt to limit such referrals only to the types specified by the insurance 
company. I invite any insurance company desirous of exploring the matter in 
more detail to write me for further information. 

In addition, we are also willing for any insurance company to refer to us any 
of its applicants which it is unable to finance, and whose financial problems ap- 
pear to fall within the range of our program. It may be that in some areas new 
lending techniques will have to be developed, but I suggest the desirability of 
exploring this vast financial field extensively. The Small Business Administra- 
tion is willing to collaborate in any way that may be desirable in opening up 
these opportunities for investment in the financing of small firms. 


CONTINUING INTEREST 


In addition to the continuing interest of insurance companies, as well as all 
business, in keeping this Nation prosperous and its economy on an even keel, I 
think that a small-business loan program activity conducted by an insurance 
company has a public-relations value to the many policyholders of prospects who 
are proprietors of small business. 

By making some of their funds available to help finance small-business expan- 
sion, the insurance companies will be investing in the future security of this 
Nation—and, incidentally, strengthening their own security—by helping insure 
that America will remain the land of opportunity where the enterprising indi- 
vidual may exercise his rightful heritage of freedom of choice. 


The CHarrman. The committee will recess until 2 o’clock. 


(Whereupon, at 1:15 p. m., the committee recessed, to reconvene 
at 2 p. m., the same day.) 
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AFTERNOON SESSION 


The Cuarrman. Although all the members are not here, some of 
them are coming in, we were late recessing for lunch, and you have 
a prepared statement, and we would like to proceed, if it is all right 
with you, Mr. Mueller. 

Mr. Mvuettier. It certainly is. 

The Cuamman. The members who are not here will certainly read 
what you have to say, and it will be considered in the committee’s 
evaluation of the testimony. We are delighted to have you, Mr. 
Mueller. You represent the Secretary of Commerce. You are the 
Assistant Secretary of Commerce. 

Mr. Moetuer. That is right, sir. 

The Cuarrman. And you are the one—I do not want to use the 
word “stand-in” for the Secretary of Commerce, but you are the one 
who acts for the Secretary of Commerce on the Board set up to ad- 
minister the Small Business Administration; that is right, is it not? 

Mr. Muetier. That is right, sir. 

The Cuatrman. The Loan Policy Board. 

Mr. Muetier. The Loan Policy Board. 

The Cuarrman. And you have attended all the meetings, have you 
not? 

Mr. Mueturr. I have. 

The Cuatrman. And the Secretary always left that to you? 

Mr. Mvuetter. Since I have been on the Board, sir. 

The CuHarrmMan. You may proceed in any way or manner you de- 
sire, Mr. Mueller. 


TESTIMONY OF HON. FREDERICK H. MUELLER, ASSISTANT 
SECRETARY OF COMMERCE 


Mr. Mvue.ter. Thank you, Mr. Chairman. First, I want to express 
my gratitude in being here, because this is a problem which I think 
is of great importance, and if I may personally commend the com- 
mittee for delving into this problem in such great detail, and I am 
sure from its deliberations you will arrive at some conclusions that 
will be of benefit to the small business and to the economy of the 
country. 

The Cuatrman. I notice that you have some interesting charts 
and other material in connection with your statement, and they will 
be inserted along with your remarks. 

Mr. Muster. I believe, sir, that each member of the committee, 
if they have not a copy before them, I have additional copies here, 
sir, that will be presented. 

The Cuatrman. Thank you, sir. 
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(The material referred to above is as follows :) 
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TABLE. 1.—Results of commerce survey of small business financing— 
I. Financing status of established and newer firms 


{Percent distribution of firms] 


All firms Established | Newer firms 
firms 


All firms 
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No outside funds wanted 
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Obtained some funds... i a ire See ae oie 
GAGS MO TR oss i sid os sciss oda ese chases wsciwe 


ebs8| SS 
Qaoqbdwo-1 om 
ess 
st OO 


Source: U. 8. Department of Commerce. 


TABLE 2.—Results of commerce survey of small-business financing— 
II. Financing status by industry and employee-size class 


[Percent distribution of firms] 


| 


Industry Employee-size class 


| Con- | Manu-| Whole-| Retail 
| Struec- | factur- sale | trade 
tion | ing | trade | 


OT Or is scnssinsssan..i 


Obtained all funds wanted 
Did not obtain all funds wanted 22.7 | 
Obtained some funds. ._.- | 143 

Obtained no funds 8.4 | 








Source: U. 8. Department of Commerce. 


REPORT ON COMMUNITY INDUSTRIAL DEVELOPMENT CORPORATIONS AND FOUNDATIONS 
AND STATE CREDIT CORPORATIONS AND AUTHORITIES 


United States Department of Commerce, Office of Area Development, November 
1957 


PART I. COMMUNITY INDUSTRIAL DEVELOPMENT CORPORATIONS 


In the course of the past 60 years, over 3,000 community corporations and 
foundations were established in the United States. 

Originally, the motivating force behind the establishment of these corporations 
was to provide risk capital for the purpose of acquiring tenants for abandoned 
factories and thus restoring jobs to workers in communities which were facing 
economic decline. As these groups gained in experience, however, they found 
that the economic base of the community could not only be salvaged but expanded, 
if means could be found for providing new sites and new plant facilities for in- 
dustries seeking locations for expanded operations. 

The present objective of most development corporations is no longer limited to 
restoring a community’s former economic balance, but is directed at diversifying 
and expanding its industrial base. 

A good many of the early corporations failed to survive, partly because com- 
munity interest in their operation waned and partly because of lack of adequate 
funds to carry on continuing programs. Despite considerable attrition, however, 
some of the early groups have survived and continue to flourish. Their number 
has been swelled by the spectacular spread of development corporations that has 
taken place in the decade following World War II, during which period over 
2,100 of these groups were established. 
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Today, industrial development corporations may be found in every State of 
the Union, the largest concentration occurring in the southeastern region—in- 
cluding Alabama, Florida, Georgia, Kentucky, Mississippi, North and South 
Carolina, Tennessee, Virginia, and West Virginia. Statewise, Pennsylvania, 
Massachusetts, Missouri, Georgia, Tennessee, Minnesota, North Carolina, and 
New York State have over 100 each, and several close to 200 separate 
organizations. 


Why local development groups incorporate 

Although some local development groups have functioned effectively without 
a corporation, in the main, a corporate body has become almost mandatory in 
implementing a substantive community industrial development program. These 
are among the advantages of a formally constituted organization which account in 
large part for the spread of these groups: 

(1) A corporation provides a centralized and continuing authority for 
implementing a program. 

(2) It is a convenient instrument for carrying out aspects of a program 
involving legalities—setting up a stock issue, administering development 
funds, negotiating loans and mortgages, purchasing and selling sites and 
buildings, initiating and supervising construction projects, and managing 
property (collecting rentals, paying taxes, etc.). 

(3) It affords protection against personal liability to participants in a 
development program. 


Corporate structure 

Development corporations may be set up to function permanently or merely 
for a limited period, as single- or multi-purpose and profit or nonprofit groups, 
and with or without authorized fixed capital. 

The large majority or existing development corporations are organized as 
permanent groups to carry on continuing, diversified development programs. 
Some, however, are set up to perform only a limited function—buy land for lease 
or sale, manage an industrial district, build plants for prospective industries, or 
merely to do general promotional work for the community. In addition there 
are also “one shot” organizations, which are established to carry out a particular 
project and after completion of the job are dissolved. 

Virtually all the permanent groups operate primarily on the basis of funds 
raised through stock issues, although most of them also raise additional funds 
through other means. 

Capitalization ranges from less than $5,000 to over $1 million, the largest 
number of corporations having fixed capital of $25,000 to $100,000. 


How the funds are raised 

There is no fixed pattern for raising funds for a development corporation. 
Initial capital and supplemental funds may be raised through number of 
different means. 

Initial capital is generally raised through the sale of shares in the corporation, 
but a good many groups have been set up with funds derived through public 
drives for voluntary contributions from the community as a whole or from some 
form of membership assessment on the town’s businessmen. 

Supplemental funds and new capital may come from one or several of the 
following sources: 

(1) The sale of unsold shares in the corporation. 

(2) Periodic campaigns for outright contributions. 

(3) Annual membership dues and special assessments to finance par- 
ticular projects. 

(4) Municipal appropriations and contributions from other local or- 
ganizations: Some 250 development corporations operate partially on the 
basis of municipal appropriations. Many get regular contributions from 
their local chambers of commerce, newspapers, labor-union councils, or other 
local groups. 

(5) Income from rentals: A great many development corporations are 
set up to earn money from rentals on properties they own. 

(6) Income from interest on loans, mortgages, securities, and bank de 
posits: Loans and mortgages offered to prospective industries may earn 
substantial income for a development corporation, and bonds and stocks 
bought from a prospect may earn dividends or profits when sold, The 
unused funds of development groups, which are generally invested in 
Government securities or carried in interest-bearing bank accounts, also 
provide income. 
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(7) Corporate borrowing: Once a development corporation has an es- 
tablished record of successful operation, it can avail itself of commercial 
credit. It can borrow from banks or other credit sources to finance loans 
to prospects, the purchase of industrial sites and buildings, the construc- 
tion of new plants, or to supplement its general operating funds. 


What development corporations offer industry 


Depending on its charter and funds, a corporation may offer one or several 
of the following types of assistance and services to prospective industries as 
well as to industries already established in the community : 

Financial assistance-—Approximately 8 percent of the total number of de- 
velopment corporations offer outright gifts of cash or real estate or interest- 
free loans to bona fide prospects. Some 85 percent offer loans on more 
favorable terms than are obtainable from commercial sources. Still others 
may assist a prospective industry by purchasing a block of its shares. And 
indirect financial assistance may be provided by helping to sell a prospect’s 
eorporate stock. 

Industrial sites and plants for lease or sale.—Industrial property is offered 
either on an outright purchase, lease-purchase, or straight rental basis. 

In recent years there has been an increasing tendency on the part of industry 
to rent rather than buy sites and plants. A number of factors explain this trend. 

(1) Preference on the part of management to reserve its capital for equip- 
ment and raw materials, rather than to tie it up in land and buildings. 

(2) Rent on manufacturing space is tax deductible, while mortgage pay- 
ments are not. 

(3) Property insurance does not present a problem. (The development 
corporation takes eare of this.) 

(4) In the event of locational changes which may have adverse effects on 
operations, a lessor can shift to a new location without taking a loss on his 
plant. 

Counseling Services.—Nearly all industrial-development organizations are pre- 
pared to give some form of management and technical assistance to their clients, 
particularly to small manufacturers. These services may involve advice on a 
wide range of problems—from questions on how to set up a simple accounting 
system to highly technical problems dealing with marketing, distribution, or 
engineering. 

Intermediary services.—Many development corporations perform substantive 
services for a client in emergency situations or act as intermediaries to secure 
services for industry which it cannot get for itself. 

Land and building costs and financing 


Unlike regular commercial operations, the activities of development corpora- 
tions cannot be reduced to average costs. To begin with, no standard patterns 
have emerged according to which industrial-development activities can be classi- 
fied either by type of operation or program. Furthermore, no uniform account- 
ing or recordkeeping systems have been developed and put into practice which 
would provide a statistical base for measuring average costs of particular activi- 
ties. And, with respect to administrative costs, an additional variant operates 
in that, whereas some groups finance all such costs out of their own budgets, 
others receive gratuitous services (administrative and clerical help, promotional 
services and materials, etc.) from such groups as the chamber of commerce and 
from municipal, county, or State governments. 

The following summary statements regarding the various costs involved in a 
development operation must, therefore, be viewed with the foregoing qualifica- 
tions in mind. 

Raw-land costs.—These costs depend on the size and shape of the tract, access 
to water supply and utilities, proximity to residential areas, and whether the 
property is acquired from one owner or needs to be assembled from parcels held 
by a number of owners. 

Land-development costs.—The cost of developing raw land varies according to 
the type of the industry for which the land is to be used and the location of the 
site. For deep lots in an industrial district (350 to 400 feet), development costs 
reportedly range upward of a minimum of $2,000 per acre and, for shallower lots, 
upward of a minimum of $3,000 per acre. In highly developed districts, develop- 
ment costs may run as high as 25 cents a square foot and, in in-town districts, 
up to 50 cents a square foot. 


Involved in the development of raw land are costs relating to clearing, grading, 
and drainage; installation of streets and rail lead lines; installation or extension 
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of sewerage and gas mains and electric powerlines; and engineering and legal 
services. And once the site is ready for sale or rent there are, of course, sales 
and promotion costs. 

Depending on the location of the district and the type and extent of promo- 
tional effort necessary to sell or rent the site, these various costs may average 
from 5 to 10 cents per square foot. 

Building costs—While no overall average costs can be calculated, certain 
generalizations are possible with respect to the two types of building activity 
undertaken by development corporations. 

(1) Cost of plants built to specification: By far the largest number of 
plants put up by development groups have been built to the prospective 
client’s specifications. Except that the plant must be adaptable to varied 
uses, most development corporations will build whatever kind of structure 
that a client wants and is willing to pay for—whether on an outright pur- 
chase or lease-purchase basis or in terms of rent. 

Virtually all specification plants thus far built have been one-story struc- 
tures. The range in their size, design, interior and exterior finish, and 
built-in facilities is as wide as the industries that they house. Some plants 
of less than 10,000 square feet of floor space, some with as much as 250,000 
square feet of floor space have been built. The largest number of specifica- 
tion plants built have been in the 60,000-square-foot category. 

Costs have averaged from a low of around $4 per square foot for simple 
factory space to $10 and over per square foot for fully finished, heavy-duty 
plants requiring special construction. A cost of between $6 and $7 per square 
foot is considered about average for a moderate-size, fully finished plant 
with heating, plumbing, and electricity installed. 

(2) Cost of speculative buildings: Many industrial-development corpora- 
tions are building plants on speculation. Some of the plants erected on 
speculation have been mere shells, with unfinished interiors, no flooring, 
and no facilities installed, and, in some instances, having only three walls. 
Others have been built with interiors fully finished and utilities roughed in 
or fully installed. 

Sizes range from 5,000 to 120,000 square feet of floorspace, but, as in the 
ease of specification buildings, the most popular size has been the plant 
having between 50,000 and 60,000 square feet of floorspace. 

Costs have ranged from an average of around $3.25 to $5.50 a square foot. 

Financing of land and building costs—Land costs are usually financed out 
of the development corporation’s capital. Not all development groups, how- 
ever, pay for their industrial sites; some receive gifts of land from their munici- 
palities, counties, or from private donors. 

Building ventures are usually financed partly through first mortgages, which 
are underwritten by banks or insurance companies, and partly by the develop- 
ment corporation, itself. In cases where a development corporation holds title 
to other property, it may mortgage that property to obtain the necessary funds 
for a new plant. Some corporations have also financed the construction of new 
plants through loans (usually at low interest rates) from the prospective occu- 
pant, and several groups have built plants without any outside help. 


Administrative costs and budgets 


Administrative costs and budgets depend on the type and scope of the devel- 
opment corporation’s operations and on the extent to which its administrative 
expenditures may be subsidized by a local chamber of commerce or some other 
community group. 

In the case of some of the large, multipurpose, self-sustaining groups, salaries 
and wages alone may run as high as $45,000 a year. With other administrative 
expenditures included (exclusive of promotion), the total annual budget may 
come to $60,000 and more. But expenditures of this size are the exception; most 
development groups operate on far more modest budgets. 

As regards promotional expenditures, two types of expenditures are generally 
involved: (1) Fund-raising costs and (2) routine promotion and advertising 
eosts. 

Some development groups engage professional fund-raising firms to raise their 
initial capital and even supplemental funds. Compensation for such services 
is generally on an agreed-fee basis, determined by the dollar target and the 
work involved. 

So far as continuing, routine, promotional activities are concerned, some 
groups spend around $25,000 a year, some as much as $100,000, and some less 
than $2,000. 
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Regardless of what its promotional activities may be, however, there is prob- 
ably no development corporation that does not benefit in some degree from the 
promotional efforts of other organizations or agencies in its immediate area or 
State—civic bodies, the local chamber of commerce or board of trade, railway 
and public-utilities companies, and State, county, or municipal agencies whose 
work relates to the economic development of the area. 


Record of accomplishment 


In attempting an assessment of the accomplishments of industrial develop- 
ment corporations, the problem arises as to what criteria to use as a measure 
of success. 

In the light of the primary objective of development corporations—i. e., the 
bolstering and expanding of the local economy so as to provide jobs for all who 
wish to work—the chief measure of success of a development corporation would 
appear to be the number of jobs resulting from the group’s activity. This cri- 
terion, however, would fail to take account of jobs which are preserved for 
the community through the development group’s assistance to industries which 
might otherwise have gone out of business or might have moved to other areas. 
It would also leave out the nonindustrial new-job opportunities which generally 
follow in the wake of expanded industrial activity, but which are only indirectly 
related to the efforts of a development corporation—jobs in the service indus- 
tries, retail trade, transportation, utilities, and the like. 

Increases in industrial activity, as reflected in the dollar earnings of the 
community, might be another possible measure of success. But here the diffi- 
culty would be to measure with any reasonable degree of accuracy the share of 
the increased earnings which could properly be attributed to the development 
eorporation’s activities. 

Since the use of broad, meaningful criteria of success did not appear feasible 
in measuring the accomplishments of community industrial-development corpo- 
rations, an arithmetical count was made, according to four categories, of activi- 
ties which may be considered as successful operations: (1) New industries 
brought into the community; (2) local industries saved from moving out; (3) 
local industries expanded; and (4) locally sponsored new ventures launched. 

According to these categories and a further breakdown showing the services 
of the development group which were responsible for the accomplishment, the 
record of success may be considered impressive. 

Some 1,954 industrial-development corporations have rolled up a total of 3,238 
successes, as follows: 


(1) New industries brought into the community 


Put into old plants owned by development group 
Put into new plants owned by development group 
Put into old plants privately owned 
Put into new plants privately owned 


(2) Local industries saved from moving out 


Through loan or gift 
Offer of new building or addition to old plant 
Other services 


(3) Local industries expanded 


Through loan or gift 
Offer of new building or addition to old plant 
CRDBE , POETIC crete oe dhe epthe dasteign Sadeleentleeideds sate lees wake 


(4) Locally sponsored new ventures launched 


Through loan or gift 

Offer of a plant or site 

Technical or management advice 
Combination of the above services 
Other services 
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PART Il. STATE INDUSTRIAL DEVELOPMENT CREDIT CORPORATIONS AND AUTHORITIES 


Although community industrial development corporations have existed for 
over 60 years, similar privately financed organizations at the State level did 
not come into being until the Development Credit Corporation of Maine was 
formed in 1949. Since that time, 12 other States* and the Territory of Hawaii 
have established statewide* development credit corporations, and another 14 
States* and the Territory of Alaska are considering formation of such 
organizations. 

In addition, the States of Pennsylvania, New Hampshire, Maine, and Ar- 
kansas, and the Territory of Puerto Rico have established industrial financing 
authorities supported entirely or in part by State funds. It is noteworthy that 
Maine and New Hampshire have both kinds of agencies, the privately financed 
corporation and the publicly financed authority. The major features and pres- 


ent status of these State organizations are summarized in the accompanying 
tables. 


Privately financed State development credit corporations 


A State development credit corporation is a quasi-official organization, enabled 
or created by a State legislature as a supplementary lending agency to be oper- 
ated by private individuals using private money. As with the community de- 
velopment corporation, the objective of the State credit corporation is to provide 
risk capital to promising industrial firms that cannot qualify for long-term loans 
from the customary commercial financial institutions. It accomplishes this 
objective by means of loans to private business or industry or to community 
industrial-development corporations or foundations that are constructing plants 
for immediately available industrial clients. 

State legislatures authorize creation of these corporations to give them quasi- 
official status and to permit banks, insurance or surety companies, and invest- 
ment houses to become members. Legislation, usually necessary because of re- 
strictions imposed by banking and insurance laws, authorizes moneylending in- 
stitutions to become members and make available to the new corporation a 
small and stated percentage—usually 2 and never more than 3 percent—of 
their capital and surplus (or similar funds). This commitment creates a credit 
pool or line of credit, to be tapped by the new corporation on a pro rata basis 
when making a loan to a customer. Thus, each institutional member is re- 
sponsible for a certain percentage of the credit pool and makes an equal per- 
centage of any loan available to the credit corporation when called upon. In 
this way, the risk is evenly distributed among the institutional membership. 

The charters of these credit corporations permit individuals and organiza- 
tions (other than financial institutions) to become members of the corporation 
through the purchase of stock, which provides the operating capital and a 
cushion against losses. Dividends may be declared on such stock and, in some 
instances, earnings are tax free. Stockholders are responsible for the overall 
direction of the corporation’s affairs and elect a board of directors on the basis 
of one vote for each share held. An executive committee, elected by the insti- 
tutional members, passes on all loan applications. 

Normally, loans are made only where an applicant has been turned down by 
regular credit institutions. Interest rates are set by the board of directors and 
are usually based on the going rate of the area where the loan is made. It has 
been found that, in many instances, a private lender will step in and make the 
Ioan after announcement by the credit corporation that it was prepared to 
make it. 

As shown in the accompanying tables, financial information upon which to 
judge the extent of loan activities is available for only 7 of the 14 authorized 
State and Territorial credit corporations, the 5 New England organizations, all 
of which were authorized by 1953, and the 2 groups in New York and North 
Carolina, both of which were started in 1955. 

Of these organizations, Massachusetts Business Corp., started in 1953, has 
processed and approved the largest number of loan applications. The face value 
of its approved applications exceeds the sum of all applications approved by 








1 Connecticut, Kansas, Massachusetts, Michigan, Minnesota, New York, New Hampshire, 


North Carolina, Rhode Island, South Dakota, Vermont, and Wisconsin. 
*'The Kansas statute authorizes one or more regional credit corporations, the first of 
wh tich has been formed to serve several counties in north central Kansas, 
ma, Arizona, Florida, [linois, Mississippi, Montana, New Jersey, New Mexico, 


North ‘Dakota, Oregon, South Carolina, Virginia, W ashington, and West Virginia. 
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the other six States combined. Through June 30, 1956, these 7 active corpora- 
tions actually received 976 loan applications, totaling $62,989,606; they had 
approved 341, totaling $25,275,604, and rejected 565, totaling $29,732,043. An 
additional 70 applications, totaling $7,981,959, were still pending. Of the 259 
loans disbursed, 50, totaling $2,064,228, had been repaid in full, while $2,654,095 
had been paid back in part on other loans. Only 4 disbursed loans, totaling 
$40,449, had been written off as losses. 


State industrial development credit authorities 


The characteristics of publicly owned or supported development authorities 
in Pennsylvania, Arkansas, Maine, New Hampshire, and Puerto Rico are de- 
scribed in the accompanying tabulation. While they differ considerably with 
respect to sources of loan funds, operating capital, and method of operation, like 
the privately financed State credit corporations they are designed to augment 
and underwrite existing sources of long-term risk capital by making loans directly 
to either industrial firms or to community credit corporations. 

It is noteworthy that the New Hampshire agency is the only State authority 
authorized to engage in real-estate operations, such as the acquisition and 
development of industrial sites such as industrial parks for sale to private 
interests. The Puerto Rico organization has a very broad character, authorizing 
it to develop, own, and operate manufacturing plants. 

The first organization of this type proposed by a State was formed in New 
Hampshire in 1955, but the Pennsylvania Industrial Development Authority, 
established in 1956, has chalked up the most impressive record to date. As of 
September 1957, it had approved 26 out of 40 loan applications, having a face 
value of $3,785,000 out of a total of $4,037,000. 


Status of industrial development credit corporations in other States 


Information on status of these proposals for seven other States is provided as 
part C of the attached table. (See p. 294.) 
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Mr. Muetxier. The fundamental responsibility of the Department 
of Commerce is to foster, promote, and develop our commerce and 
industry. It is with pleasure, therefore, that we come here today to 
discuss a matter of concern to both the committee and the Depart- 
ment—the needs of smal] businesses in the field of finance. 

On numerous occasions before this and other committees we have 
enumerated the assistance and services to businesses, particularly to 
small businesses, which we provide in cooperation with other Govern- 
ment agencies including the Small Business Administration. At this 
time, special mention should be made of fact finding activities of the 
Department to assist business. Without the help of adequate infor- 
mation such as is provided by the Department, sound decisions and 
wise planning would be very difficult for any businessman and for 

overnmental and other agencies interested in problems of business. 
lere the small-business man would be at a real disadvantage because 
he is without resources necessary to develop needed facts on his own. 

The Department in 1955 made a survey which revealed significant 
and important facts on some aspects of financial needs of small 
business. 

The financing of small business was studied on a broad sample basis 
with information being received from 5,000 firms on their gross de- 
mand for funds in the 12-month period ended June 30, 1954. Inquiry 
was made as to the sources and terms of funds actually obtained and 
as to the nature of the on funds desired but not obtained. While 


the smallest size firms—those with zero employees—were not covered 


in the survey, the findings were broadly representative of the small- 
business population. 


We recognize that the time lag may raise a question as to whether 
the results obtained in 1955 reflect the present as well. In my judg- 
ment, a survey made as of today would not alter significantly the 
broad picture revealed in this comprehensive survey. 

The major results of this survey are given in the chart on page 282, 
which highlights the significant facts. 

More than half of all firms in the survey indicated that they did 
not want outside financing. (See table 1, p. 283.) A larger propor- 
tion established than of newer firms fell in this category. While the 
greater financial independence of established firms reflects a number 
of circumstances, these concerns tended to have better earnings records 
than the newer firms, and hence were probably better able to build 
up an equity cushion in their businesses. Most new firms experience 
low profits or even losses in the early years of operation and there- 
fore are more likely to need outside financing. 

The only significant industrial differences in the relative financial 
independence of firms appeared to be in retailing. There, as shown 
in table 11, 60 percent of the businesses reported no need for external 
financing, as compared with an overall average of 50 percent in other 
industries. There is no clear-cut explanation for this difference, al- 
though it undoubtedly reflects in part the smaller size of retail firms 
and their greater tendency to rely on family financing. 

About one-fourth of both the established and new firms not only 
wanted outside funds but obtained all that they desired. If account 
is also taken of those firms which reported no desire for outside funds, 
roughly 80 percent of the older firms and 70 percent of the newer 
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firms obtained the desired financing, either from internal or external 
sources, Thus, 20 percent of the older firms and 30 percent of the 
newer ones reported some unmet demands. 

One in five of the newer concerns reported that they had obtained 
some, but not all, of the funds desired, whereas the proportion was 
roughly 1 in 8 for the older firms. The proportion of all firms unable 
to secure any outside financing although reporting a desire for it was 
less than 10 percent. There was no appreciable difference between 
the older and newer firms in this respect. 

Loan capital was clearly the predominant form of financing de- 
sired. Of the funds actually obtained, 97 percent took the form of 
loans, with the remaining 3 percent in equity form, 

Equity financing was, however, of considerably greater importance 
in the unfilled demand, accounting for one-sixth of reported unfilled 
requirements of all firms surveyed. Funds wanted but not obtained 
were predominantly of an intermediate- or long-term nature. 

The Department wishes to submit a current report on community 
industrial development corporations and foundations, and State 
credit corporations and authorities. This report indicates the ex- 
tent to which such organizations are presently providing assistance to 
business, almost exclusively to small businesses. This is a preliminary 
study which, because of its pertinence and application, we believe 
should be provided at this time on an advance copy basis. Additional 
and augmented copies will be supplied later. 

I might say parenthetically that we hastened up this report in 
order to have it ready for this committee because, while it is not as 
complete as we would like to have it, we are completing it. We have 
made these preliminary studies available for you. 

It is our conviction that careful consideration should be given to 
methods of interesting private capital in investing in these community 
and State organizations, affected as they are with the public interest 
insofar as community development is concerned. These organizations 
are vehicles by which many small businesses could be assisted in their 
equity and other capital needs when money is not otherwise available 
to them. 

Again while I have no comments on the study as such, because it 
speaks for itself, there are 2,100 community development corporations 
in the United States, and I for one was astounded at the number of 
those corporations, and the opportunity in my opinion for utilizing 
that source as a source for equity and long-term financing for small 
businesses, 

A comprehensive study by the Federal Reserve Board of other 
aspects of the financial needs of small business has been promised 
as stated here this morning. This will supplement the Commerce 
study which I have discussed here today and will develop such mat- 
ters as attitudes and experiences of lenders and borrowers. Our study 
identified the scope of the financial need of small business and the 
study by the Federal Reserve Board would bring out detailed diffi- 
culties which must be known before a remedial program can be de- 
cided upon. 

Thank you for this opportunity to bring before the public our views 
on these important needs of small business. 

The Cuarman. Mr. Evins, would you like to ask some questions ? 
Mr. Evins. No questions, Mr. Chairman. 
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The Cuairman. Mr. Riehlman. 

Mr. Multer. 

Mr. Muurer. Mr. Mueller, I note that you say you believe that a 
new survey made today would not alter significantly the broad picture 
revealed in the survey made in 1955. I do not know when you pre- 
pared this statement. 

Mr. Muetter. Let’s say this, Mr. Multer. That insofar as our study, 
the factors that were developed in our study, we don’t believe there 
would be any appreciable difference in the percentages who are re- 
quiring capital and getting it, those who are: requiring capital or 
money and not getting it. 

Our study was not a comprehensive study, as it indicated, and the 
Federal Reserve Board, it is my understanding, are going to go into 
far more detail than we went in our survey. 

Mr. Mutrer. How are these 5,000 firms picked ? 

Mr. Movetirr. On acknowledged sampling methods. In other 
words, we in the Department of Commerce, especially in the Bureau 
of the Census and the Office of Business Economics have means by 
which samples are determined that give proper weight. All I can 
say is that it was scientifically determined. It was not arbitrarily 
determined. 

Mr. Mutter. I can scientifically take a sampling and take 5,000 
firms that I would call small business and you wouldn't. 

Mr. Mvuetuer. I appreciate that, Mr. Multer, just like the Gallup 
poll or the professional polls. They do it by sampling, and this is the 
way that was done. Now exactly how it was done,.exactly the proce- 
dure I will be very glad to find out and advise the committee. 

Mr. Mutter. I think we would be interested in knowing what defi- 
nition, if any, they use for small business, I take it'this was 5,000 
small-business firms from whom the information, was solicited? . 

Mr. Muetter. That is right. 

Mr. Mutrter.: I would like to know what'definition was used to de 
termine that they were small businesses. 

Mr. Murtirr. Would you like to have me get, that information for 
you? 

Mr. Murer. I would appreciate it if you would submit it tous. 

Mr. Mvurtrrr. We will be very glad to, sir. 

(The information requested follows :) 


NOTES ON COMMERCE BUSINESS-FINANCING SURVEY 


The sample of firms used in the Commerce business-financing study was drawn 
at random from listings of the Bureau of Old-Age and Survivors’ Insurance of 
the Department of Health, Education, and Welfare. Two lists were utilized: 
(1) That of established single-unit concerns with one or more employees which 
were in business in the first quarter of 1951 and (2) that of new firms furmed in 
the 1951-53 period. Details on the samples are presented in the technical notes 
on pages 21-22 of the article External Financing of Small- and Medium-Size 
Businesses (Survey of Current Business, October 1955). 

(The article follows :) 

TECHNICAL NOTES 


The list of firms surveyed was taken from the records of the Bureau of Old- 
Age and Survivors’ Insurance of the Department of Health, Education, and Wel- 
fare. The original sample of established firms was derived from single-unit 
concerns with one or more employees which were in business in the first quarter 
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of 1951. This was supplemented by a sample of new firms formed in the period 
from the first quarter of 1951 through the end of 1953, the latest date for which 
information on such firms was available. 


Coverage of sample 


Four industries were covered in the survey—manufacturing, retail and whole- 
sale trade, and construction. 

Since firms with no paid employees were not required to report to BOASI, they 
were not represented on the original listings from which the sample was drawn. 
These firms were not canvassed because an adequate sample of these concerns 
could not readily be obtained. 


Distribution of number of loans obtained by interest charged on loans 


[Percent] 








Interest rate class 











All loans 
Less than 3 to 5.9 6 percent 6 to 9.9 10 percent 
3 percent percent percent and over 
a eles 100.0 4.9 47.1 39.3 5.6 3.1 
To established firms -.--_-- 100. 0 4.6 48.9 38. 3 5.3 2.9 
To newer firms. -.-_.---...- 100.0 7.9 32.1 47.6 7.3 5.1 
Established firms: 
Construction --........--.- 100. 0 4.6 34.6 51,7 7.6 1,5 
Manufacturing - - - on 100.0 4.6 58.0 30.3 4.9 2.2 
Wholesale trade 100.0 4.1 53. 2 35.8 2.3 4.6 
DED. cinco annus 100.0 4.8 38.7 46. 5 6.4 3.6 
Newer firms: 
Construction ----........- 100. 0 6.1 30.8 48.7 7.2 7.2 
Manufacturing ---..------ 100. 0 6.1 34.3 44.6 11.7 3.3 
Wholesale trade....._....- 100.0 6.1 42.6 44.9 1.5 5.9 
Retell $760... ~-00o2s- 100. 0 11.2 28. 2 49. 4 6.9 4.3 





Source: U. 8. Department of Commerce, Office of Business Economics, 


There is some undercoverage of the group of firms which transferred owner- 
ship in the period after March 1951. Transfers of newer firms were explicitly 
excluded in drawing the new firm samples. Among the older firms, only those 
transfers which could be reached by mail were included in the respondents. 
Older firms which had changed hands after March 1951 and had moved and left 
no forwarding address were not represented in the survey findings. 

The samples were drawn. only from listings of single-unit concerns—firms 
which, in reporting to BOASI, file only one ‘statement on their operations. 
Practically all larger (multiunit) firms must, as a general rule, file separate 
statements on the operations of their various units. 

No other size cutoff was employed. The largest concern among the respondents 
was a nonborrower employing 5,700 workers in October 1954. The largest bor- 
rower was an employer of approximately 3,000 employees. While the inclusion 
of even a few fairly sizable concerns may affect appreciably aggregate dollar 
data estimated from the sample of reporters, all but one (table 2) of the tables 
shown in the text are based on distributions of the numbers of firms or loans. 
These are not affected to any significant extent by the inclusion or exclusion of 
a small number of large firms. As indicated early in the text, all but 5 percent 
of the firms reporting in the survey employed less than 50 paid workers and only 
slightly more than 10 percent had over 19 paid employees. 

As indicated in table A, the total number of firms in the original sample list 
was approximately 15,500, divided almost equally between established and new 
concerns. The files from which the established firm sample (the employers in 
business in early 1951) was chosen were arranged by size of firm within the four 
industry groups. In the case of established manufacturers, every 84th name 
was chosen. For other established firms, the sampling ratio was 1 in every 277 
firms. 

To obtain the new firm sample, every 35th firm was chosen from the files of 
firms indicating on their applications for BOASI identification numbers that 
they were starting business for the first time. 


a we eS Se ht wo 
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Procedure in obtaining results 


Questionnaires were mailed (in November 1954) to all firms on the sample 
lists. A followup letter and questionnaire was later sent to one-half of all the 
nonrespondents who were still potentially in business. Still later, field office 
personnel attempted to reach by phone or personal visit approximately 300 non- 
respondents to the followup request as a further check on in business status. 

On the basis of these contacts it is estimated that 6,500, or two-fifths, of the 
original list were out of business at the time of the survey or not within the scope 
of the study. This estimate checked closely with the studies of mortality pat- 
terns in the business population. The mortality rate was substantially higher 
for the new firms. Over half of these concerns were out of business compared 
with a ratio of one-third for the established concerns. 

Reports were received from almost 5,000, or 55 percent, of the estimated num- 
ber of firms in the sample which were still in business. The response from 
established firms was considerably higher than from the newer firms. For both 
groups, however, the percent responding was exceptionally high for a mail survey 
of this type. Three out of five of the older firms and almost half of the newer 
firms answered the questionnaire. There was some industrial difference in the 
response rate. Answers were received from over 70 percent of the established 
wholesale trade firms and almost 55 percent of the new wholesale firms still in 
business. Even the lowest response rate—38 percent for new construction 
firms—compares favorably with experience in similarly conducted surveys in 
the past. 


Representativeness of findings 


Results obtained from a mail sample survey of the type described must be 
interpreted with care. One of the most troublesome problems arises from the 
possibility of “response bias,” that is, the characteristics of the firms which 
report may differ significantly from those of the nonreporters. For example, it 
has already been noted that the older firms were apparently more ready than 
the newer to respond to the questionnaire. And in a survey of this sort, it is 
especially important to see that the findings are not distorted by more frequent 
response by the dissatisfied firms. 


Distribution of number of loans obtained, by type of collateral required 


[Percent] 


Type of specific collateral required 


All loans 


Current Equip- 
ts 
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Source: U. 8. Department of Commerce, Office of Business Economics. 


The representativeness of the respondents can, in large part, be checked by 
the use of followup contacts with nonrespondents. This was done in the present 
study and the more significant aspects of response bias were removed by ap- 
propriate weighting techniques. Since it appeared that the nonrespondents in 
our survey more closely resembled the reporters in the followup contact, the 
nonreporters were assigned the characteristics of the later respondents wher- 
ever the possibility of response bias was apparent: These adjusted results 
are used in the text. The returns were also weighted, where needed, according 
to size, industry, and legal form by making use of independent estimates of 
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the corresponding universes for the firms sampled. Also, in combining new 
and established firms, they were given their “universe” weights. 


Respondents and nonrespondents in sample 














Original list of firms Respondents in business 
| Estimated operating sta- 
Industry | tus at time of survey Percent of 
Totel iL Number | total num- 
number | ber in 
Out of In busi- business 
| business ness 
Established firms: 
Manufacturing. ......-....-..-..2..42. 2,991 | 900 2, 091 1, 328 64 
Construction... ...-..--.------++ ridengs 874 | 300 574 310 54 
esc np te ered Be ies 651 200 451 322 71 
LS SS RRR LL et 3, 466 1, 175 | 2, 291 1, 369 60 
titi 7, 982 | 2, 575 | 407 3, 329 62 
Newer firms: 2 TO 4 SOs Oo SORT BOR IF 
Menufacturing...--<.-5-- ce ceuc-e 1, 237+; 650 587 293 5 
dn 2, 406 i 1, 250 1, 156 | 444 38 
Wholesale trade. ._..-__. siensue ed eeet 685 | 350 335 | 180 | 54 
I iinicsnnnaverienmenndaitiniin 3, 234 1, 700 1, 534 | 685 | 45 
ee 7, 562 | 3, 950 | 3, 612 | 1, 592 | 44 


foeh—despset Sea paeaba pipet | 


Source: U.S. Department of Commerce, Office of Business Economics: 





Thus, it is felt that the findings reported in ‘this review are largely free of 
response bias and represent fairly adequately the financial characteristics of 
firms in the covered areas. 


Interpretation of answers received ' 


Regardless of how carefully questions are framed, it is at times difficult to 
interpret the meaning of the response,.. In the present study,, this type of difficulty 
arose in only two important respects. 

First, firms were asked, even if they did not seek to raise capital funds, to 
report any serious consideration of such action. In an attempt to define what 
was mean by “serious consideration,” it was suggested that consideration of a 
definite amount for a specific purpose would be considered sufficient evidence of 
a serious desire for funds. 

Seme firms indicated that they had such an unfilled demand, but still gave no 
details in the space provided. Since the amount of demand involved in such 
instances could not be adequately assessed, these firms were excluded from 
computations involving estimates of mean or median dollar amounts. They were, 
however, included as unsatisfied firms in computations involving the number of 
firms. 

Secondly, field interviews revealed that a number of concerns may have re- 
ported as being satisfied with their present financial arrangements, although they 
had a specific unfilled demand in mind; these firms reported in such a manner be- 
cause, from general or specific knowledge of supply conditions, they felt there was 
no use in trying seriously to obtain funds from known potential sources. 


Sampling availability 


Findings of sample surveys cannot be precise because of sampling variability. 
Even with 100 percent response to a perfectly random sample, the findings 
revealed by any one sample may differ by chance from the results obtained in 
a universe canvass. For such a sample, the amount of variability in the findings 
may, however, be calculated fairly accurately. With respect to any given esti- 
mate, the possible error in the sample result depends for the most part on the 
number of firms used in calculating the estimate and the degree of dispersion 
in the answers of those firms. In this analysis, calculations were regarded as 
significant, if the probability was that, in 95 cases out of 100, the differences were 
not due to change. 

Significance checks were made for the sample data presented in the text, and 
the results of these tests were taken into account in the interpretation of the 
findings. 
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The chance of choosing very large established concerns was eliminated by use 
of the single-unit list. No other specific size cutoff was employed. It might be 
noted, however, that the smallest-size concerns—those with no employees—were 
not covered in the study since these firms were not required to report to the 
BOASI and hence were not included in the listings. 

As indicated in the review of the findings, ‘Ninety-five percent of the respond- 
ents employed less than 50 paid workers, and almost 90 percent employed less 
than 20 workers at the time of the survey. * * * Fifty firms, or 1 percent of the 
respondents, employed more than 250 employees and 17 firms had more than 500 
employees.” 

Questionnaires used in the study follow. Form BE-104A was sent to the estab- 
lished firms; BE-104B was sent to the newer concerns. Questions on the two 
forms are identical except that the newer concerns were asked to report their 
initial capital requirements and their sources of financing. 


Form BE-104B Budget Bureau No. 41-5430 
(11-8-54) Approvel Expires June 30, 1955 
B=590687417 


og neta OF c, 





TO BUSINESSMEN REQUESTED TO COOPERATE IN 


A SURVEY OF BUSINESS FINANCING 


Gentlemen: 


The ability of business to obtain the financing it needs to carry on or 
expand operations is essential to a growing American economy. It is 
therefore important to know whether businessmen are getting adequate fi- 
nancing, of the type they require, and at terms they are able to pay. 


The Department of Commerce is conducting a study to obtain from business- 
mer information about the money they have raised and the money they have 
not been able to raise in the twelve months from July 1953 to June 1954. 
The knowledge yielded by this study should be useful to the business com- 
munity in enabling banks and other suppliers of funds to make available 
the types of financing required. It will also assist the Government in 
the development of programs t6 ease the supply of loans and other funds 
in the areas where this may prove necessary. 


To help make this study, please fill out the form on the reverse side and 
return it in the envelope supplied, which requires no postage. In order 
that the proportion of companies needing funds may be estimated, it is 
important that you answer even if you did not raise money during the 
period involved, or did not need any more than you were able to get. Your 
answers will be held strictly confidential, and will be used for statis- 
tical purposes only. 


Sincerely yours, 


LD Vouk 


j 
[/ M. Joseph Meehan 


Director, Office of Business Economics 
U. S. Department of Commerce 





98956—57—pt. 1——-20 
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Budget Bureau No. 41-5430; Approval Expires June 30, 1955 


YOUR REPORT IS ACCORDED CONFIDENTIAL TREATMENT. It will be seen by no one except the sworn Bureau 
personnel who are prohibited by law from revealing the information which you furnish. 


Fors BE -104A U. S&S. DEPARTMENT OF COMMERCE 
(10-18-54) OFFICE OF BUSINESS ECONOMICS 


SURVEY OF BUSINESS FINANCING 


INSTRUCT IONS 


Please give the information requested about the get it. If you were not interested in obtaining 
money you raised in the period from July 1, 1953 money for your business in this period, answer 
to June 30, 1954, the money you tried unsuccess- only Questions 1 and 2. A prompt reply will 
fully to raise, and the money you seriously con- greatly enbance the usefulness of this survey. 
sidered raising even though you did not try to 


Indicate size of your business as measured by total sales or receipts from operations in 1953. 
(Check): 


() tess than $100, 000 ([) $500,000 to [) $5,000,000 to 
$1,000, 000 $10, 000, 000 


[7] $100,000 to $500,000 (-) $1,000,000 to [[] wore than 
$5,000,000 $10, 000,000 


Number of employees in pay period ending nearest the 15th of October, 1954 
In what year did you acquire present business? 


* (Check): 
If business was newly established by you, er cs Purchased from former owner 


Type of business (Cheek): 
- Incorporated CI Partnership CJ Sole proprietor 
CI Other (Specify type) 


If now out of business, indicate date of termination 


the period from July 1, 1953 to June 30, 1954, 


Did your firm borrow (or renew a loan) for business purposes from banks, 
the Federal Governsent, friends or relatives, factors, insurance companies, 
equipsent suppliers or other lenders inclading the general public?........... 2 Yes 


Bid you raise sew equity capital by sale of stock er through new partner- 
ship money? ° coecces eee (] res 


Did you try to obtain funds (loans or equity capital) and get terned dow?... [_] yes 


- Bid you seriously consider raising soney although you did not try to obtain 
it? (That is, did you want a definite amount of soney for a cific pur- 
pose such as buying equipeent, adding 
sises, etc. ?) cece 
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3. If you borrowed funds or renewed a loan in the period from July 1, 


1953 to June 30, 1954, give the 
following information’on each loan or renewal. 







































Duration Annual 
oalain of loan in Tyee of loan interest 
nt eeathes Type of (Single pay- rete Type of collateral Purpes t lo 
obtained lender went, inatal- (1f none, indicate) pees ¢ an 
(If demand, aonts e86<) (See note 
indicate) | . 





















Interest rates on instalment loans should be expressed as percent a year computed on unpaid balance. Por 
example, 3 percentayeer on face amount, for a loan repaid in equal instalseents during the year, is approx- 
imately equivalent to 6 percent a year on the unpaid balance. 


4. a. Were you actively interested in borrowing noney 





other than indicated in Question 3?..........-...+s- ‘ens ileal innate oe 
If *yes,* give: 
Additional amount desired g¢ ss Por how long 


Purpose of funds 
b. Explain why the amounts indicated in Question 4-a were not obtained (Check): 











CC} Turned down by (type of lender or other source) 
Reason _ 








f=) Cost too high. Give annual interest rate you would have had to pay 
AND Highest rate you would have been willing to pay 








a Did not try (Reason) 





Cc) Other (Explain) 


If your company raised new equity capital 
between July 1, 1953 and June 30, 1954, 
give the following information 


Source of funds (Specify, ¢.@., sale of stock, new partner, 
sale of asset not considered aa part of business, etc.).. 


. #ere you actively interested in raising equity 
funds other than indicated in Question 5? 
If *¥Yes,* give: 
Additional umount desired § Purpose of funds 


Bas any part of this amount wanted as a substitute for loans actually obdtained?. 


If "Yes," how much? §$ 


Reason for not obtaining equity funds _ 





~ 


Describe on reverse side any difficulties you encountered in trying to raise money for business 
purposes. 


Fors BE-104A (10-18-54) Comm-DC 12071 Page 2 
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Form BE-104A Budget Bureau No. 41-5430 
(10-18-54) Approval Expires June 30, 1955 


NT 
& pat ME Or co 





oO 
OF auSINEss ECO” 


TO BUSINESSMEN REQUESTED TO COOPERATE IN 
A SURVEY OF BUSINESS FINANCING 


Gentlemen: 


The ability of business to obtain the financing it needs to carry on or 
expand operations is essential to a growing American economy... It is 
therefore itmpcrtant to know whether businessmen are getting adequate fi- 
nancing, of the type they require, and at terms they are able to pay. 


The Department of Commerce is conducting a study to obtain from business- 
men information about the money they have raised and the money they have 
not been able to raise in the twelve months from July 1953 to June 1954, 
The knowledge yielded by this study should be. useful te the business com- 
munity in enabling» banks and other suppliers'of funds to make available 
the types of financing required. It will also assist the Government in 
the development of programs to ease the supply of loans and other funds 
in the areas where this may prove necessary. 


To help make this study, please fill out the form on the reverse side and 
return it in the envelope supplied, which requires no postage. In order 
that the proportion of companies needing funds may be estimated, it is 
important that you answer even if you did not raise money during the 
period involved, or did not need any more than you were able to get. Your 
answers will be held strictly confidential, and will be used for statis- 
tical purposes only. 


Sincerely yours, 


~ 


7. 


M. Joseph Meehan 
Director, Office of Business Economics 
U. 8S. Department of Commerce 
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Budget Bureau No. 41-5430; Approval Expires June 30, 1955 


{your REPORT IS ACCORDED CONFIDENTIAL TREATMENT. It will be seen by no one except the sworn Bureau 
ersonnel who are prohibits od by law from revealing the information which you furnish. 


ra BE- 1048 


8-54 U. S. DEPARTMENT OF COMMERCE 


OFFICE OF BUSINESS ECONOMICS 


SURVEY OF BUSINESS FINANCING 


INSTRUCT IONS 


lease give the information requested about the get it. If you were not interested in obtaining 
money you raised in the period from July 1, 1953 money for your business in this period, answer 
to June 30, 1954, the money you tried unsuccess- only Questions 1, 2, 7 and 8 A prompt reply will 
fully to raise, and the money you seriously con- greatly enhance the usefulness of this survey. 
sidered raising even though you did not try to 


a. Indicate size of your business as measured by total sales or receipts from operations in 1953. 
(Check): 


Lj Less than $100,000 $500,000 to $5,000,000 to 
$1,000, 000 $10,000,000 


LJ $100,000 to $500,000 $1,000,000 to J More than 
$5, 000,000 $10,000,000 


Number of employees in pay period ending nearest the 15th of October, 1954 


In what year did you acquire present business?_ 
Check): 


If business was newly established by you, or Purchased from former owner 


of business (Check): 


LJ Incorporated } Partnership Sole proprietor 


Other (Specify type) 





f 


»f business, indicate date termination ————____ 


period from July 1, i953 t ne 30, 1954, 


Did your firm borrow (or renew a ioan) for business purposes from banks, 
the Federal Government, friends or relatives, factors, insurance companies, 
equipment suppliers or other lenders including the general public? 


Did you raise new eqwity capital by sale of stock or through new partner- 
ship money? ° 


Did you try to obtain funds (loans or equity capital) and get turned down?.. 


Did you seriously consider raising money althongh you did not try to obtain 
it? (That is, did you want a definite amount of money tur a specific pur- 
pose such as buying equipment, adding to working capital, enlarging pre- 
mises, etc 
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3. If you borrowed funds or renewed a loan in the period from July 1, 
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+ following information on each loan or renewal 





i | j 

wt ts Greet -denn sa torent 

Amount ae” f Type of (Single pay- rate 

obtained 100 teaned, lender — orn (See note 
indicate) ; oe below) 





1953 to June 30, 


Type of collateral 
(if none, indicate) 




















Interest rates on 
example, 


instalment loans 
3 percenta year on face 
imately equivalent to 6 percent 





should be 
unt, 


Were you actively interested in borrowing money 
other than indicated in Question 3? 


If "yes," give: 


Additional amount desired ¢ 


Purpose of funds 


___ Por how long 





a 
for a loan repaid in equal instaleents during the y 
year on the unpaid balance. 


Explain why the amounts indicated in Question 4-a were not obtained (Check): 


Turned down by 


Reason 


(type of lender or other source) 





Cost too high. 


Did not try (Reason) 


L_J Other (Explain) 


Give annual 
AND 


interest rate you would have had to pay 
Highest rate you would have been willing to pay 





1954, give the 


Purpose of loen 


nee. For 
8 approx- 





If your company raised new equity capital 


between July 1, 


1953 and June 30, 


1954, 


give the following information 


Source of funds (Specify, e¢.@., 
sale of asset not considered as part of business, 


sale of stock, 


Were you actively interested in raising equity 
funds other than indicated in Question 5?.. 2.1... ccc ce ccc n eee e ee eeeweeseeeeeeee e 


If *yes,* give: 


Additional amount desired $ 


new partner, 
etc.).. 


Purpose of funds 


was any part of this amount wanted as a substitute for loans actually obtained?. 


If *Yes,* how much? 


_ an 


Reason for not obtaining equity funds 


Porm BE-104B (11-8-54) 


PLEASE CONTINUE ON NEXT PAGE 


Coma-DC 12164 
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What was your initial capital investeent in each of the following: 


a. Inventories 


Equipment (machinery, fixtures, automobiles, trucks, etc.): 


Plant (value of structures only) 


Land (including plant sites) 
Renovation of business premises prior to operations 
Current assets other than inventories (cash for carrying on business, etc.) 


Other (Specify) 


Tota) (a through g) 


How much of the funds you initially invested in your business (as indicated above) 
was obtained from each of the following sources: 


a. Personal savings of owner(s) 


Merchandise 


Equipment 


Business properties 
Other properties 
Loans from friends or relatives 
Other (Specify) 


g. Total (a through f)? 
1 This total should equal total shown on line h, above. 





9. Describe below any difficulties you have encountered in trying to raise money for business purposes 


(Use additional page if more apace is required) 


Pors BE-1048 (11-86-54) Comm-DC 12164 
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Mr. Mutter. Did the people making this survey take into account 
the fact that the applications for small-business loans were constantly 
on the rise during all of this time / 

I am now talking about applications to the Small Business Adminis- 
tration. 

Mr. Mvuetter. I think all they were after were facts and not surmises 
as to what the trend was going to be or has been. 

Mr. Mutrer. When they talk about small business not wanting any 
funds from outside sources, do you know what the questions were you 
asked to determine that question ? 

Mr. Muetier. No. Mr. Multer, this survey was made before I came 
on board, and I have not investigated or gone into the details. I just 
know that it was an objective survey attempting to determine the facts, 
and I think that they used the ordinary definition of small business, 
probably on an employee basis insofar as manufacturing is concerned. 

Mr. Mutrer. I wonder if you could also submit to us for our perusal 
the questionnaire or questions that were addressed to these people who 
so listed the information ? 

Mr. Murtier. We will be very glad to get the information for you. 

Mr. Mutrer. I have an idea e is no explanation here—that in 
talking about funds they have seuibaeed requests for capital invest- 
ment with requests for loans. I can easily understand how the small- 
business man would not want outside capital invested in his business 
if it means he must give up control. That would not lessen his require- 
ment or his desire to get loans. 

Mr. Muetirr. The fact that they brought out that 97 percent secured 
loans would indicate, I believe, that the question was properly put, 

namely, “Do you require outside financing ?” 

Mr. Mutrer. That question put that way I think begs the question. 
If you asked me do I want outside financing in my small business, I’d 

say “No,” but if you ask me can I use any money or do I want to 
borrow any money for my business, I would say “ Yes.’ 

Mr. Muetirr. Let’s find out just how the question was framed. 

Mr. Mutter. Fine. Thank you. 

Thank you, Mr. Chairman. 

The Cuarrman. Mr. Seely-Brown. 

Mr. Srrety-Brown. No questions. 

The CuarrMan. Mr. Brown. 

Mr. Brown. Do I take it from your interpr etation of this survey, 
sir, that you think that this shows that there is less need than you 
anticip: ited for outside capital in these firms! q 

Mr. Murtter. No; I would not think so. As a matter of fact, I 
think that one of the big problems of small business is the necessity 
for obtaining long-term financing. I have served on a bank board for 
many years before coming down here and also as a director of an 
industrial foundation, one of these 2,100 outfits that we mentioned 
here, so I have some acquaintance with the problem. I think the 
greatest problem facing small business in their financing requirements 
is long-term money, that is anything longer than what we ordinarily 
know as commercial banking. Banks cannot finance under law for 
these long periods of time, and it is money of that character that small 
businesses need. I urge the committee to give that part of the study. 
I do not believe that a well-organized company with potentiality : and 
good morale and good earnings records has great difficulty in getting 
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short-term financing, but I do believe that all of them have trouble 
getting long-term financing. 

Mr. Brown. You and I are heartily in accord with that. Let me 
point out something, though. On this survey it is disturbing to me 
that 42%o percent of established firms feel the need of outside ‘capital. 
For instance, interpret that in the total national picture. In 1955 
when this survey was made the total gross net private investment in 
business in this country that year was some $60 billion. If this same 
pattern followed throughout the business community, large as well as 
small, the need for outside capital would be approximately $25 billion. 
It is fantastic. Obviously there is more need for capital at the smaller 
business level than there is at larger business level, is that right? 

Mr. Mourtirr. Oh, I think w ithout question I would agree with that 
100 percent, but I think we also must recognize that large corporations 
or large business enterprises are able to get financing more easily on 
long term requirements because of the security markets, because of the 
broad diversification of people investing in those securities of one kind 
or another. 

The small-business man does not have that field, and the big imves- 
tor or let’s say even the average investor wants to watch his investments. 
It is pretty hard for him to watch investments in small businesses. 

Mr. Brown. Now along that line, there have been suggestions made 
from time to time—you have no doubt read about them in the paper— 
about some sort of a setup of a mutual investment trust for investment 
in small business. Do you think that has any possibilities worth 
studying? 

Mr. Muetter. I certainly do, sir. 

Mr. Brown. Iam glad to hear you say that. 

Mr. Mveuirr. I think frankly that it would be a step forward if we 
can set up or if we can utilize present entities such as again these de- 
velopment corporations, and make private capital interested in invest- 
ing in them. Now, what do I mean by “interested”? There must be 
some financial incentive, don’t you agree ? 

Mr. Brown. Yes, sir. What financial incentive do you think there 
should be ? 

Mr. Murtirr. I think probably the President has recommended in 
his letter to Chairman Cooper of the House Ways and Means Commit- 
tee that original investors in small cor porations, if a loss occurs, being 
allowed to char ge it off against ordinary income. My own opinion— 
and I have not explor ed this nor have I presented it yet officially—is 
that if some way that investors in these corporations, investment trusts 
or development corporations who are organized for the purpose of 
furnishing equity capital or long-term loans to small businesses if 
losses occurred to that inv estor, he could cha rge it off against ordinary 
income. With that incentive I believe that many large investors in the 
50 percent or higher tax bracket will, because of his interest in either 
the particular business or for financial g gain to himself, will take that 
risk. 

Mr. Brown. I think that you have a good point there, and I think 
that would help. But what about on the positive side? That is on the 
loss side. On the positive side, do you think that if it were feasible to 
work out some sort of a more favorable tax structure at the small-busi- 
ness level, that. would be an inducement for investors to channel money 
in that direction ? : 















































310 PROBLEMS OF SMALL-BUSINESS FINANCING 


Mr. Mvettzr. I have gone on the principle that the tax take from 
the small business has inhibited the ability of those businesses to 
plow back their earnings, and it has been a detriment to the develop- 
ment of small business. 

Considering the entire interest of our country, however, with the 
situation as it is today, I would not want to venture whether it would 
be desirable right now, but I believe over the long run that we must 
reduce taxes all the way through. 

Mr. Brown. Getting into specifics, however, I gave an example 
this morning of one large corporation in this country that earns 74.5 
percent on its investment before Federal income taxes. Say that 
they retain 48 percent, which they do after Federal income taxes, 
and then pay out half of that. They can double their capital struc- 
ture every 6 years at that rate, if they can sustain it. 

The average small business will do well to make 10 percent on 
its gross investment, and after they have paid taxes, they might have 
left 4.2 percent and pay out half of that in dividends. At that rate 
they will turn their capital structure or double their capital structure 
every 40 years. 

Is it not inequitable in the present tax structure for the small- 
business man ? 

Mr. Mue.irr. There are so many factors involved in making a 
categorical answer to a statement of that kind, because I think most 
businesses endeavor to make a reasonable profit on their turnover. 
There are certain types of business that turn very rapidly, turn their 
capital rapidly, and therefore their earnings on a capital basis are 

reat. 

“ There are a lot of businesses who turn their capital very slowly; 
and while their return on their turnover may be at a comparable rate, 
their return on capital is not. 

Mr. Brown. Yes. But it all comes down to a point of how much 
do you have to take home with you, how much money do you have 
in your pocket, what you have got left ? 

Mr. Mueuier. That is right. But to pick out business as a whole 
and try to develop it as you have indicated—and I believe I under- 
stood you correctly, Mr. Brown, when you cited this one large cor- 
poration—I do not think that all large corporations make 74.8 per- 
cent. 

Mr. Brown. Oh, certainly not. 

Mr. Mueuuer. On their capital. I do not think that all small 
businesses only make 10 percent on their capital. 

Mr. Brown. Certainly not. 

Mr. Muetier. And there are other advantages to being small be- 
cause of various income that might be diverted one way or another 
by a proprietor of a small business. There are advantages to being 
a small-business man, too, you know. I have been one. 

Mr. Brown. Just one question. You agree that the mutual 
investment trust idea for small businesses had some possibili- 
ties. Have you at the department explored that possibility ? 

Mr. Muetier. We are constantly exploring all measures and means, 
Mr. Brown, and I will say this: that we are trying to bring out some 
sort of a plan or suggestion that will interest private capital in 


this field. 
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Mr. Brown. Have you written any reports on what you have de- 
cided up to now on the investment trust idea ? 

Mr. Muertxer. I happen to represent Mr. Weeks on the Cabinet 
Committee on Small Masksiate; and we are constantly giving atten- 
tion tothat. We havea number of subcommittees working. 

Mr. Brown. Have you written any reports? 

Mr. Muetier. No, we have not, but we will be undoubtedly coming 
out within a short period of time. 

Mr. Brown. Will you send mea copy when you get it? 

Mr. Mvrtier. I will be happy to, Mr. Brown. 

Mr. Brown. Thank you. 

The Cuarrman. Judge McCulloch, please. 

Mr. McCutxocu. I understood you to say, Mr. Mueller, that you 
are the Secretary’s representative on the President’s Cabinet Com- 
mittee on Small Business. 

Mr. Mvuetier. That is right. 

Mr. McoCutxocu. And you participated in the deliberations which 
resulted in the preliminary report of August 7, 1957 ? 

Mr. Muettier. I did, sir. 

Mr. McCuttocn. Were you in the hearing room this morning 
when I asked the Secretary of the Treasury whether or not he was 
in accord with the recommendations of this committee and would be 
glad to press for the implementation of the recommendations at the 
upcoming session of Congress ? 

Mr. Mueturr. Yes, sir. 

Mr. McCuttocu. Do you join with him in that position with re- 
spect to the recommendations made to the President in the initial 
report ? 

{r. Muetier. I join with him in his remarks. 

Mr. McCoutiocn. Are you authorized by the Secretary of Com- 
merce, Mr. Weeks, to say that the Department likewise joins in the 
desire to have these recommendations implemented ¢ 

Mr. Muetter. I do, sir. 

Mr. McCuttocu. And those recommendations in particular—and 
we will omit No. 1, because the Secretary of the Treasury said that by 
reason of the President’s tentative opposition thereto he did not wish 
to go along with, but the others you will go along with? That being 
No. 2 of this report of August 7, and No. 3 and No. 4, together with 
1 other recommendation with respect to investments and possible 
losses in small business. 

Mr. Muetter. Yes, sir. 

Mr. McCuttoca. And when and if this matter or these matters 
are up for consideration before the Ways and Means Committee of 
the House and the proper committee of the Senate we will be able to 
count on you and your Department to assist us in getting those bills 
favorably reported by the committee? 

Mr. Mvetter. I will support them wholeheartedly, sir. 

Mr. McCutiocn. Thank you, Mr. Secretary. That makes me 
happy. 

The Cuarrman. Mr. Secretary, in the beginning of your statement 
you mention the different services rendered to small business, and I 
assume that you mean that the Commerce Department also renders 
a number of services to small business ? 
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Mr. Murtier. To all business, Mr. Chairman. 
The Cuarrman. To all business, including small business ? 

Mr. Muetuer. Including small business. 

The Cuatrman. Is there any conflict between the Small Business 
Administration and the Department of Commerce in the administra- 
tion of their respective duties ¢ 

Mr. Mvetter. Not at all, sir. There is coordination. 

The Cuarrman. In any case, do you duplicate the efforts of the 
other? 

Mr. Muetirr. No, I do not believe we do, sir, because we are charged 
with the gathering of a lot of statistical information and its distri- 
bution. Now, it is gathered and disseminated for all business. But 
insofar as it is applicable or can be utilized by small business, which 
it can, why, we point out, where necessary, areas in which small busi- 
ness would especially benefit. 

The Cuareman. You stated that one of the needs, the unsupplied 
needs of small business, is an opportunity to obtain long-term capital? 

Mr. Muetier. Well, long-term money, let us put it that way. 

The Cuarrman. Long-term money, we willsay. And would you add 
in there risk capital, too? 

Mr. Muetter. I think that that is a problem, although I will also 
join, I believe—I do not know that Mr. Barnes made this statement 
or not, but we have found in, not surveys, but in contacts and confer- 
ences, that many small businesses want long-term money, but they do 
not want to surrender any of their equity in their business. 

In other words, by the sale of stock, they dilute their own ownings, 
their own ownership, and they prefer not to. They would like to get 
the long-term money. 

The Cuarrman. Why would not it be well then to give them the op- 
portunity, as you suggest, and those who desire to avail themselves of 
it can do so and those who do not want to, of course, cannot be com- 
pelled to, but make the opportunity available to them. I believe you 
suggested maybe that that should be done. 

Mr. Moettier. I suggested that to Mr. Brown’s question with ref- 
erence to the mutual investment companies aimed at investing in small- 
business enterprises, either in equity or long-term financing. 

The CHartrman. You thought it was a good thing? 

Mr. Mvetier. That I thought it was a good thing. 

The CHairmMan. Now, that is the Sparkman bill. 

Mr. Mvetter. I cannot tell you because I have not examined his bill 
completely. 

The Cuatrman. When you said investment companies, I thought 
you meant the national investment companies referred to in the Spark- 
man bill, That is the reason I suggested that, Mr. Mueller. 

Mr. Muruier. No, I have no reference to any particular bill. 

The Cuarrman. What would you think about a bill to set up capital 
banks, say, in each Federal Reserve district, and independent from 
the Federal Reserve, independent from Commerce, independent from 
other Government agencies. Of course the Government would have 
to supply the capital initially, directly or indirectly. Just like it has 
done in many instances with which you are familiar. In this case it 
has been suggested that the Federal Reserve banks do it. Each bank, 
has a large surplus of funds, and these funds are idle. They are not 
used for any purpose of any kind whatsoever, and each bank could 
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very easily give up to $10 million of its surplus funds for this capital 
bank in that Federal Reserve district, the capital bank for small 
business. 

We had four presidents of Federal Reserve banks before us on Tues- 
day—New York, Richmond, Atlanta, and St. Louis—and not one of 
them had any serious objection to it. They could not give any good 
reason why it should not be done. Since it will not cause the borrow- 
ing of money and the paying of more interest, since it will not affect 
the debt limit, and since it is just taking funds that are idle in one 
pocket of the Government and putting them over into another pocket 
of the Government where it can be used—do you not think that would 
be a good idea to consider, Mr. Mueller? 

Mr. Mvetzer. I think it would be well to explore. Before making 
a categorical answer giving an unqualified yes, [ think that that would 
require study. I do not mean by that a long-time study. I think it 
ought to be explored in all its angles. I have not as yet given the 
matter my attention—I have heard the term “capital bank”—I have 
not explored it. I have not investigated it and given it very careful 
consideration. I would like to do that sir, before I would give an 
answer. There may be some bugs in it. It may be a good thing, but 
I would like to do that before committing myself. 

The Cuarrman. You are familiar with the joint stock land banks? 

Mr. Mouetirr. I am, 

The Cuamman. And you are familiar with the production credit 
corporations ? 

Mr. Mvuetier. That is right. 

The Cuarrman. The Production Credit Corporation is a parent 
group, as I understand it, and the production associations are the local 
groups. The local groups, most of them have paid back to the Gov- 
ernment all the funds the Government advanced to them, have they 
not, Mr. Mueller? 

Mr. Mve.ter. I am not familiar with that, but if you say so, I will 
take your word, sir. 

The CuHamman. And they are owned by individuals 100 percent. 
If we set up small-business capital banks as it has been mentioned 
here, and we allow the people who patronize these banks, just like the 
farmers who patronize their institutions, to come in and eventually 
pay the Government capital back entirely, do you not think that 
would be a good plan to at least consider and explore ¢ 

Mr. Mvuetter. I would say that it would be a good plan to consider 
and explore. 

The Cuatrman. The fact is, Mr. Mueller, the Federal Reserve banks 
have over a billion dollars of idle money that is not used by anybody 
for any purpose. Now, $335 million of that money is what they call 
stock. It is not stock at all. It isa misnomer. It has been shown 
by testimony from all the Chairmen of the Federal Reserve Board, 
from Mr. Eccles on down that that stock serves no purpose whatso- 
ever,none. The banks do not operate on that capital at all. They do 
not use it, they do not need it. 


And if they attempted to do so, it would be too insignificant for 
consideration because it amounts to so little in comparison—say, $335 
million against $50 billion of business that they are doing in the way 
of buying and selling, or in comparison of $2 trillion worth of business 
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that is done each year in clearing checks through the Federal Reserve. 
So the capital does not mean anything. 

The Government is paying, at least the Federal Reserve banks are 
paying with Government money, the amount of 6 percent on that idle 
and unused money, over $18 million a year. 

And then the Federal Reserve banks together have a surplus of 
$747,593,000 at the end of December 1956 that is idle and unused. In 
addition, they have $27,543,000 in section 13 (b) funds. That was to 
be used by them to make loans for small business but have not gotten 
around to it yet. Then they have other capital accounts amounting 
to $108,400,000. 

So the Federal Reserve banks have over a billion dollars of money 
that is idle, that is not being used for any purpose whatsoever. 

It occurs to me that we are always saying we want to help small 
business, we are giving small business a lot of lipservice and making 
fine speeches about them and telling them how important they are, 
but when we get right down to doing something for them, we always 
begin to say we ought to have a commission to investigate and study, 
we ought to look into this a little bit further, we do not know exactly 
what plan we should adopt. 

Mr. Moetter. That is a great American habit, Mr. Chairman. 

The Cuarrman. Yes, sir; it is. It isa great American habit, pass- 
ing the buck. It seems like other people get plenty of money, but 
small business has not been successful in getting our help. 

I am talking about myself and other Members of the Congress and 
the whole Congress. You take the Export-Import Bank. There are 
billions of dollars available, United States Government money, for 

eople that qualify for it. Most of them are big people in the United 

tates. And then any small-business man in other countries of the 
world outside of the Iron Curtain countries can get loans. They are 
qualified. You take, for instance, right over in Canada, if a small 
concern wants a loan through the Export-Import Bank that is quali- 
fied, they can get the money. Just over the line in Mexico, just across 
the Rio Grande, a small concern, if it needs money, why they can 
apply to the Export-Import Bank, get our dollars, United States 

ollars. 

But in between the Rio Grande and Canadian borders, all these 
fellows are not even eligible, cannot even apply. 

Mr. Mvetter. I do not want to get into an argument. 

The Cuatrman. Not only that, you take the International Bank, 
the World Bank. It helps out people all over the world, partly with 
our money. You take the International Finance Corporation just 
gotten up in the last year or so; they make loans to small business all 
over the world. They will buy stock, put up the initial capital and 
take an interest in a business in any place except the United States. 
They will not touch our small-business people at all. They will not 
help them a bit. 

Now, we have all kinds of organizations with United States money 
to help people all over the world—Mexico, Canada, South America, 
Europe, Asia, everywhere, Japan—but they will not let our own 
small-business people have any. 

Do you not think that we should consider that and that it should 
spur us on to quicker action, Mr. Mueller? 
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Mr. Mue.ier. I agree with you. I have stated right outside that 
we should develop a means where American small business can obtain 
money for its needs. 

The Cuarrman. You state these development corporations are serv- 
ing a good purpose and so on, but will you not have to admit that out 
of the 20 States that have organized development corporations, only 
about 6 of them have really gone through and raised any money ? 
Is that not right? 

Mr. Muetier. You are talking about State development corpora- 
tions ? 

The Cuatrman. That is right. 

Mr. Muetier. Yes. 

The Cuarrman. And is it not a fact that all of their persuasion and 
with the aid of the press, and the radio, and television, and public- 
spirited citizens in all these States, that all they have ever been able 
to raise in 8 long years has been $1,750,000; is that not a fact? 

Mr. Musuter. No, I think it is more than that. 

The Cuatrman. That has been the testimony before our committee 
by the fellows that have something to do with it. 

Mr. Mus ter. I will yield to the experts. 

The Cuatrman. Here are the witnesses who testified. This gentle- 

man from the Small Business Association of New England, he had 
something to do with it, and he was enthusiastic about it only a few 
years ago when he was before our committee. Yesterday he said that 
they were a great disappointment to him. They had not worked out. 

Mr. Neal, who was executive vice president, I think, of the Boston 
Bank, Federal Reserve, who is now the president of the CED, the 
Committee on Economic Development. He testified yesterday, and 
he said that they had only been able to raise $1,750,000, and so, as a 
matter of fact, they have not been successful. They have fallen down. 
It is not the fault of the people who are behind them. They have 
tried. 

Mr. Mvue.tter. There is no incentive. 

The Cuarrman. It is not attractive to them. 

Mr. Muetter. There is no incentive. 

The Cuatrman. That is what I say, no incentive. 

Mr. Mvetier. All right. 

The Cuatrman. Therefore, we have got to do for small business 
what we are doing for all business all over the world, and for some 
businesses here in the United States we have got to give our small 
people a chance, whether they live over in Canada, Mexico, or South 
America, or here in the United States, give them all a chance. 

Now, they do not have a chance. It occurs to me that if we can use 
$10 million from each Federal Reserve bank and set up a bank right 
there in that Federal Reserve district and in that Federal Reserve 
bank, let the Federal Reserve bank give them shelter, house them, be- 
cause they have plenty of room—they have got plenty of build- 
ings 

Mr. Srety-Brown. Would you yield a second ? 

The CuarrMan. Certainly. 

Mr. Seety-Brown. To carry on with what the chairman was say- 
ing with regard to the Development Credit Corporation, you said the 
reason they had not been successful, or possibly not more successful, 
was because of the fact there was no incentive. 
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I wonder if you would just elaborate on what you mean by saying 
“no incentive” 

Mr. Mueturr. No financial incentive. In other words, the incentive 
that is held out is community pride of one kind or another. And 
whereas, I think, in order to interest private capital you have to have 
a financial incentive; in other words, make that investment a good 
investment in these development corporations, either local or State. 

If you do that, if you have a climate—I am a great believer in 
getting private capital to do this job to the greatest extent. I am not 
in any way deriding your suggestion. 

The Cuatrman. I appreciate that. I am for that first, but if you 
fall down on that, Mr. Mueller ? 

Mr. Mouettrr. Well, as I said, I feel that if we can create the incen- 
tive from a tax standpoint, or as the one suggestion that I made which 
is in line with what the President. has made with respect to original 
investment in small-business corporations, losses. A man investing 
in one of these development corporations is fearful that it is just a 
gift, that he will be investing money that will be frozen. 

That is really the reason why individuals will not invest in these 
things. Outside of his investing from a standpoint of community 
pride or helping his own community, he may be a businessman in that 
community who feels that by making this investment, he is just 
solidifying his own business that much better. But anyway, that has 
been the whole incentive. 

I happen to have been in one we raised $150,000 that way. Nobody 
has ever gotten a cent out of it. We have had the money in there for 
20 years, no dividends, no anything. But we have helped the com- 
munity an awful lot, and that is what we did it for. 

Now, if we could make that a profitable thing and make it possible 
for a man—I even have another suggestion that I will throw out. 

If investments in those type organizations that are, let us say, 
nonprofit organizations—now, I am getting into that field—could 
be used as deductions like charitable deductions or charitable contribu- 
tions, you would get a lot of people investing in that sort of a thing. 

Again, that is a wild idea, maybe, but I think it is worth exploring. 

Mr. Brown. Would the chairman yield ? 

The Cuarman. [yield to Mr. Brown. 

Mr. Brown. Do you not think another part of the problem, Mr. 
Secretary, is that we have no history compiled to prove that these are 
good investments ? 

Just as you said a moment ago, that there are scattered instances you 
know of outstanding success stories. But if with the chairman’s 
suggestion we could get some Government money in this thing to start 
the ball rolling mati we could get a history of earnings, do you not 
think then that we would be in better shape to get private money? 

Mr. Mvetirer. Oh, I will agree 100 percent that if we had a history 
we would have much better chances of getting private money. 

I just want to call attention, without going into too great detail, 
that these 2,100 local community development corporations have 
brought some 2,979 new industries into their communities, have saved 
113 local industries from moving out. They have expanded some 84 
local industries. I mean, the results on the whole are very good, are 
excellent. 
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The Cuatrman. Well, I do not want to say more about it, Mr. 
Mueller. You have already condemned them a saying there is no 
more incentive except local pride. You had one for 20 years. You 
have not had dividends. 

Mr. Mover. All I have had is personal satisfaction. 

The Cuarman. That is right. 

Every one of those development corporations, associations, or com- 
panies and the States where they have actually gotten up some money, 
the States in no case have put up $1; have they ? 

Mr. Moue.trr. That is right. 

The Cuatrman. In other words, it is strictly up to the local people. 

Have we finished, gentlemen ? 

Mr. Sreety-Brown. Could we make the same request that if we 
have any further questions, we may submit them in writing to Mr. 
Mueller, and our transmittal of our questions and his answers can be 
made a part of the record ? 

The Cnarmatan: If the member writing the letter desires to insert 
them, he may doso. Without objection, it is so ordered. 

Mr. McCutiocn. Mr. Chairman, I would like to say to this wit- 
ness, so far as I am concerned he has been a most frank and helpful 
witness. 

Mr. Evins. Mr. Chairman, let me ask one further question. 

Mr. Mueller, in the Department of Commerce, do you recognize a 
distinction between so-called big business and small business? 

Mr. Mueuter. No. We serve all business, sir. 

Mr. Evrns. There is a distinction. 

Mr. Mvuetier. Well, you know, I think this again is a personal 
opinion. I think we have gotten to a class distinction between big 
business and small business. We seem to think there is some inherent 
difference. All business started small. All business started with 
ideas. Some of them have been more successful than others and have 
grown large. 

Every man who starts in business today hopes to grow. That is, 
the law of the universe is growth. If you stand still, you decline. 
Everybody wants to grow. 

Now, we believe that what is good for small business is good for 
big business, and what is good for big business is good for small 
business. 

Mr. Evins. Yes; but maybe the climate of conditions was different 
when those small businesses grew into large businesses than prevail 
today. 

Mr. Mvetter. Only in the tax situation. 

The Cratrman. One thing that I think is worthy of great consid- 
eration is the fact that you never hear of a big business going broke, 
but little businesses go broke today. There must be something about 
the climate. 

Mr. Muetier. You do not hear of big businesses going broke? 

The Cuatrman. No; you do not hear of big businesses going broke. 

Mr. Mvuetter. You hear of those that are pretty sadly bent. 

The CuatrmMan. Do you know of on, lately, up in the millions? 

Mr. Mvuetter. Surely. 

The Cuatrman. All right, name it. 
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Mr. Mvueuter. No, I do not think I should. I-can name a lot of 
them—frankly, I can—up in the millions, but not the large 

The Carman. I am talking about the normal type business that 
is on Main Street. 

Mr. Mutrer. What has happened to the Dun & Bradstreet report- 
ing? They have not reported any such bankruptcies. 

Mr. Mvsuier. Wait 2 minute. There isa difference. A's a rule, 
Mr. Multer, those: corporations are absorbed. 

Is that all, sir? 

The Cuamman. Thank you, Mr. Mueller. We are grateful to you 
for your appedrariceand for your forthright statement, sir. 

Mr. Martin, we are delighted to have you this afternoon. We 
appreciate your coming to give us the benefit of your views and sug- 
gestions on the’matters: we have under consideration. And if you 
would like to, you may proceed in your own way. 





TESTIMONY OF ‘HON. WILLIAM McCHESNEY MARTIN, JR., CHAIR- 
MAN, BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYS- 
TEM, ACCOMPANIED BY RALPH A. YOUNG, DIRECTOR, DIVISION 
OF RESEARCH AND STATISTICS 


Mr. Martrx. May T say at the outset, Mr. Chairman, that I feel 
right at home here’ in y iew of the number of times I was up here in 
the summer. This room is very familiar to me. 

Mr. McCutzocn. This is one of your branch offices. 

The Cuarrman. Thank,you, sir. We are always glad to have you 
appear before one ‘of our-congressional committees. You are alw. ays 
forthright in your statements. We have never had any trouble get: 
ting answers to our quest ions, 

lw ould like to insert in the record 2 letters: 1 from Mr. Martin to 
me, of May 10, 1957, which is in rOPey r my letter of April 30, and 
then a copy of my reply to him of June 2 

I have shown them to Mr. Hill, and w vithiout objection they will be 
inserted in-the record. 

(The letters referred to are as follows:) 


BOARD OF GOVERNORS OF THE 
FEDERAL RESERVE SYSTEM, 
OFFICE OF THE CHAIRMAN, 
Washington, May 10,°1957. 
Hon. Wricht PATMAN, 
House of Representatives, 
Washington, D.C. 

DeaR Mr. PaTMAN: This is in reply to your letter of April 30 expressing 
“interest in certain data relative to small business financing along the line of 
material included in the Board’s survey of bank loans to business as of October 
1955 

There is a very real need for solid information on the financial position and 
problems of small business that goes far beyond the type of data obtainable by 
surveying bank loans. That need is for the best and most comprehensive factual 
and analytical material it is possible to develop on this matter of wide and vital 
interest. : 

This-is a question with which the Board has been concerned for some time. 
However, it is not a matter of concern to the Board alone, nor one exclusively in 
the Board’s domain. The matter is of equal concern to a number of committees 
of the Congress and several departments and agencies of the executive branch. 

The problems of small business, in respect to credit and capital and related 
matters, have, for example, drawn the attention for some years of the Small Busi- 
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ness and the Banking and Currency Committees of the House and Senate, the 
Joint Economic Committee, the Council of Economic Advisers, the Commerce 
and Treasury Departments, the Small Business Administration, the Federal 
Trade Commission, the Securities and Exchange Commission, and others. Also, 
the subject will doubtless be of interest in connection with the study of financial 
matters that the Senate Finance Committee is planning at this time. 

If the true needs for information relative to the financing problems of small 
business are to be met, it would appear to us highly desirable that an effort be 
made on the part of all these groups to formulate means of arriving at material 
that will at once be comprehensive and broad enough to cover the informational 
requirements of these groups and be of a scope and quality satisfactory to all. 
The Board would cooperate to the full in efforts to formulate and carry out such 
a study. The Board recognizes that such an undertaking would involve a con- 
siderable expenditure of time and money. To be worthwhile, such an under- 
taking would have to be comparable in breadth of coverage to the study of con- 
sumer installment credit undertaken by the Board at the request of the President. 
As you know, this study required about 12 months’ intensive efforts of part of 
the Board’s comparatively small staff, plus the use of several outside survey and 
research organizations. As you further know, that study entailed direct costs 
approximating $380,000. 

The necessity for such a comprehensive undertaking has been highlighted by 
efforts in the past, both on our part and on the part of others, to obtain certain 
limited information by means readily at hand. Recently, for example, we de- 
veloped what we believed to be revealing data on the trends in bank lending to 
businesses of various sizes from a quarterly survey on interest rates charged by 
banks on business loans. The information has been given to members of your 
staff. This material, while informative as far as it goes, is not sufficient to meet 
the basic needs which you, as well as we, have in mind. 

The same inadequacy is true, unfortunately, for the type of information ob- 
tainable in a bank-loan survey. Such a survey would be extremely complicated 
and time consuming, yet would add little to the data on bank financing of small 
business available from the existing quarterly survey and the regular call reports. 

In view of the above, the Board has requested our Director of Research, Mr. 
Ralph A. Young, to deliver this letter to you personally and to discuss the matter 
with you. 

Sincerely yours, 
Wo. McC. Martin, Jr. 


JUNE 25, 1957. 
Hon. Wu. McC. Martin, Jr., 
Chairman, Board of Governors 
of the Federal Reserve System, 
Washington, D. 0. 

Dear Mr. Martin: This is with further reference to your letter of May 10, 
in which you suggest the possibility of a broad study of small business financing 
problems which would meet the needs and interest of several other committees of 
both the House and the Senate. 

Frankly, when Mr. Young brought this letter by my office and presented 
it as an alternative to my earlier request for information on small-business 
financing, I was not favorably impressed with the suggestion since, among other 
reasons, it occurred to me that a proposal which hinges upon obtaining coopera- 
tion and agreement among so many different committees would unnecessarily 
delay matters. 

After further reflection on your letter, however, and upon rereading it, I 
am now of the view that your suggestion for a broad fully rounded study of 
all aspects of small business financing is one of considerable vision which I did 
not immediately appreciate. 

Consequently, I am now exploring this proposal with some of the other com- 
mittees which you mentioned, and it seems to me quite possible that this will 
eventuate in a later request for a study of the kind that you have suggested. 

I am, 

Sincerely yours, 
WRIGHT PATMAN. 


Mr. McCuttocu. Mr. Chairman, I would like to go back to a for- 


mer witness. I think our colleague Craig Hosmer suggested that the 
Cabinet Committee’s report be made a part of the record. 
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I suggest that the President’s letter be made a part of the record 
immediately following the report of the Cabinet Committee on Small 
Business. That is the letter referred to by Secretary Anderson, on 
page 2 of his written statement. 

Mr. Muurer. That has already been made a part of the record. 

(The letter referred to is on p. 209.) 

The Cuarmman. All right, Mr. Martin. Pardon that interruption, 

Mr. Martin. The Federal Reserve System, with its interest in a 
financial organization and climate favorable to orderly economic 
eres and a stable dollar and with its particular responsibility for 

ank credit, necessarily has a concern about the availability of financ- 
ing for business—both small and large business, new as well as es- 
tablished business. This continuing interest in credit availability for 
business as a whole prompted us to initiate a comprehensive study of 
financing facilities for, and of the financing problems of, smaller busi- 
ness. It is important to understand the nature of the Federal Reserve 
System’s role and responsibility with respect to credit expansion, in- 
terest rates, and inflationary pressures. 

The Federal Reserve’s responsibility is primarily for relating the 
availability of bank credit to the needs of sustainable growth of the 
economy. The aim of the Fedral Reserve is to see that banks have, or 
can readily obtain, reserves that are adequate for these needs but not 
in excess of them. Demands of borrowers and the credit standards of 
lenders determine through what channels credit is made available. 
Because banks have a responsibility to their depositors to repay de- 
posits at face value on demand or on short notice, individual banks 
must maintain a high proportion of liquid, that is, short-term, assets. 
As a general practice, long-term loans and investments come from 
savings and not from commercial bank credit. 

When demands for credit and capital are heavy and inflationary 
pressures exist, if the Federal Reserve were to attempt to supply credit 
directly to meet demands of a particular sector or type of business, 
without cutting down credit for other purposes, it would run the risk 
of supplying reserves to the banking system in larger amounts than 
would be appropriate for healthy and sustainable economic growth. 
It should be rememberd that funds initially supplied for a specific 
purpose continue in the total credit stream after they are once spent 
and become available for other purposes. 

The Federal Reserve does have a concern with the financial needs 
of particular sectors of the economy, including small businesses. How- 
ever, the System’s main concern in this respect relates to the question 
of whether the institutional arrangements of our credit structure are 
such as to produce an economic and equitable distribution of the avail- 
able supply of savings and bank credit. 

The Federal Reserve program of inquiry into this subject has been 
developed after extended discussion within the System and also with 
interested individuals and organizations in and outside of Government. 
The program divides into three parts. 

In part 1, we are taking stock of existing knowledge and informa- 
tion to see what light all of this material, when brought together sys- 
tematically, throws on the small business financing problem. 

Our probing will deal with such subjects as the characteristics and 
role of small business in a dynamic economy ; trends in the relative im- 
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portance of such business; typical ways in which small business ob- 
tains its financing; risks and returns to lenders in small business fi- 
nancing; and Federal Government and regional programs for aiding 
such financing. 

Staff members of the Board of Governors and of the Federal Re- 
serve banks are making some of these studies. Others are being under- 
taken by university scholars. 

The National Bureau of Economic Research—a private, nonprofit 
research organization of national reputation—has agreed to cooperate 
with us in making the study of risks and returns in small-business 
financing. 

The Arthur D. Little Co., of Boston, Mass., one of the Nation’s 
leading industrial research firms, is examining management aspects 
of small-business operations and their relation to success in obtaining 
outside financing. 

The second part of the System’s inquiry is an inventory of the 
financing facilities presently available in our economy for meeting 
small-business credit and capital demands. : 

Thus it is involving an intensive survey of the financing techniques 
and credit terms of a variety of providers of funds to small business. 
These include the commercial banks, finance companies and factors, 
life-insurance companies, investment bankers, and trade creditors. 

Questionnaires and field interviews are being relied on to develop 
pertinent information. The staffs of the Federal Reserve banks are 
assuming the main responsibility for conducting this field survey 
study. 

A special segment of this part of the research program is a national 
survey of business loans of commercial banks outstanding at mid- 
October 1957. The System made a similar national survey in October 
1955. Thus a comparative picture of the lending activities of commer- 
cial banks for a recent period of strongly expanding credit demands 
will be provided. 

These surveys cover information on a number of characteristics of 
the loan and the borrower, including size and maturity of loan, size 
and industry of borrower, and the interest rate charged. In each sur- 
vey, in the neighborhood of 2,000 commercial banks have provided 
data on roughly 200,000 individual loans. 

The business-loan survey is of special interest to this committee and 
to the Small Business Administration and its planning has involved 
the cooperative participation of the staffs of your committee and other 
committees of the Congress as well as that of the staffs of the Small 
Business Administration and other interested agencies of the execu- 
tive department. 

It is hoped that the major portion of the first two parts of our in- 
quiry will be completed by early next spring. It is our plan to supply 
the research findings to your committee as well as to other interested 
congressional committees as soon as they become available. 

I want to make that clear, Mr. Chairman, because there has been 
some thought that the further part of this study, which would take 
longer, was in some way intended to delay the Congress in taking 
whatever action it thinks should be taken in the field of small business. 
There is no such intention on the part of the Federal Reserve. It is 
our clear desire to give you this information as quickly as we can get 
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it. It is also our belief that the additional study which I am now about 
to describe is not only essential but vital to a proper understanding of 
this problem. 


The Cuatrman. That is encouraging information. We are glad to 
have it, Mr. Martin. 

Mr. Marri. Part 3 of this program of inquiry is a pioneering 
venture. It contemplates a national survey of the financing struc- 
ture and needs of small business and would be done on a sample 
basis. The planning and conduct of such a direct survey involves 
many difficult sampling and reporting problems and feasibility of 
the survey hinges on their successful solution. The Board’s staff is 
currently wor king on these problems with the help of the technical 
staffs of the Bureau of the Census, the Federal Trade Commission, 
and the Securities and Exchange Commission, as well as the Bureau 
of the Budget. 

It is too early to say just when plans for the survey will be com- 
pleted but the best judgment of our staff at this time is that plan- 
ning and testing work will require at least a year. Nevertheless, this 
approach of going directly to the small-business man himself appears 
potentially so promising that the Board feels that work should go 
ahead on its even though it will take considerable time to plan and 
execute. 

The information currently available on business financing is gen- 
erally of an overall character. We know, for example, that in recent 
years our economy has been characterized by high-level business 
activity and vigorous demands for credit and capital by business 
concerns. These demands plus those of individuals and governments 
have pressed hard against the supply of savings, and have resulted 
in higher interest rates. The funds made available by savings and 
bank credit have supplemented demands for goods and services 
made effectiv by high and rising incoms and by the use of pre- 
viously accumulated cash balances. In this way, they have been a 
root cause of inflationary pressures. 

Recently a table showing the changes in the volume of outstand- 
ing debt of the various types crossed my desk, and I was struck by 
the very large growth in debt shown by most major categories. A 
copy of this table is attac hed. 

The table shows that, in the business field, concerns other than 
farms and financial enterprises increased their debt from $98 bil- 
lion in mid-1951 to $119 billion in mid-1954 and to $156 billion in 
the middle of 1957. This translates into a 31-percent increase from 
mid-1954 to mid-1957 and to a 59-percent increase from mid-1951 to 
mid-1957. These changes compare with increases in total debt other 
than that of the Federal Government of 36 percent since mid-1954 
and 81 percent since mid-1951. 

Unfortunately, these figures are not available by size of business, 
but the Board’s staff has made a rough breakdown of the data by 
corporate and noncorporate status. This breakdown shows quite 
simliar percentage increases in debt for the corporate and noncor- 
porate sectors over both periods. Since unincorporated businesses 
are typically small in size, the breakdown suggests that in recent 


years businesses of all size have been willing and able to expand 
their debt positions. 
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I was also impressed by other figures in this table, notably by the 
very sharp increase in home-mortgage debt in recent years. The out- 

standing volume of this debt in mid-1957 totaled $94 billion. Home- 
mortgage debt more than doubled from mid-1951 to mid-1957. Con- 
sumer credit has also increased rapidly over these years. 

Reflection about the figures of debt increase: shown by. this table 
prompted me to request the Board’s staff to prepare another which 
would show participation by commercial banks in the large private 
debt expansion of recent years., This table, also attached, covers 
changes in total assets, total deposits, total cx pital accounts, and total 
loans of various classes of member banks from the end of 1951 and 
1954 to mid-1957. 

This second table shows that, in the case of total assets, total de- 
posits, and total capital accounts, the country banks, which —in- 
dividually are much smaller on average than the city banks, experi- 
enced since 1951 a greater relative growth than ¢ ity banks. Also, the 
banks in Reserve cities other than New York and Chicago experienced 
a greater relative growth for these items than did the very large 
banks in these big centers, which are known as.central Reserve cities. 
In the case of total loans, relative growth for the whole period from 
1951 to mid-1957 was greater at country banks than at city banks, but 
for the period from 1954 to mid-1957 the reverse was. the case. In 
both periods, however, the differences in loan growth by class of banks 
were rather small, 

In general, city banks individually are large and country banks are 
smi: all. While city banks make sm: all as well as largé Teans, country 
banks, both because of their limited size and the legal timitations gen- 
erally restricting the amount of individual loans to a percent of capital 
and surplus, can make only relatively small loans. Many ‘of these 
small loans of country banks go to consumers, homeowners, and 
farmers, but many also go to small retail, service, construction, and 
manufacturing concerns in the local communities which the banks 
serve. 

The slightly greater relative loan growth at the larger city banks 
since 1954 has undoubtedly been associated with more intensive de- 
mands for bank credit by larger companies. ‘The economy has been 
undergoing a capital-; goods boom, and capital-goods indu stries as well 
as the industries requiring heavy capital investment are generally 
characterized by large-scale enterprises. It is to be expected, in such 
circumstances, that requirements for outside financing of large-scale 
enterprises should mount more rapidly than those of smaller scale 
enterprises. 

Before leaving these banking data, you may wish to note the in- 
crease in bank capital during recent years. This increase in bank 

capital, plus a favorable earnings position, has provided a healthy 
strengthening of the equity base of our banks. <A strong equity base 
for a private banking system is a prime requisite to the maintenance 
of effective bank-credit services to growing communities. It is 
gratifying to observe that the banks are continuing to add to their 

capital strength. 

The study which the System is making will, we trust, shed suf- 
ficient light on all aspects of the problems ‘of small-business financing 
to help all of us resolve many of the questions to which we do not now 
have adequate answers, 
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The Cuarrman. Mr. Martin, I assume that you will want these two 
tables inserted. 


Mr. Martin. I would like to have them in the record, if that is 
agreeable. 

The Cuarrman. That will be done. 

(The tables referred to are as follows :) 


Net domestic debt 


Outstanding, midyear Percentage change 
(in billions of dollars) 


Mid-1951 | Mid-1954 
1954 1957 to mid- to mid- 


Domestic debt, Government and private 


Government debt: 
Federal Government (net) 
State and local governments (net 
Private domestic debt: 
Business (net): 
Nonfinancial business: 


Individuals: 
Mortgage debt 
Consumer credit, total 


Installment 
Noninstallment 


Other debt of individuals 


88188 S52 


& 


Norte.—Data may not add to totals because of rounding. The figures on total domestic debt represent, 
within the limits of statistical availability, all loans and debt securities. They exclude deposit liabilities 
of all kinds, currency liabilities, trade payables in the form of extensions of book credit to business 
internal accruals such as tax liabilities, and insurance reserves. Figures on Federal debt exclude holdings 
of such debt by Federal Government corporations, agencies, or trust funds. Figures on State and local 

overnment debt exclude holdings of such debt by any State and local government agency. Financial 
usiness includes mainly banks, insurance companies, savings and loan associations, finance companies 
of various kinds, mortgage companies, security brokers and dealers, and investment companies. 

Source: Board of Governors of the Federal Reserve System. 





PROBLEMS OF SMALL-BUSINESS FINANCING 325 


Selected assets and liabilities of all member banks, by class of bank, 1951, 1954, 
and mid-1957 










































































Dollar amount (in millions) | Change (in percent) 
eee | Dec. 31, | Dec. 31, June 6, 1951 to 1954 to 
1951 1954 1957 1957 mid-1957 
TOTAL ASSETS 
DTD I I vein tbnecipevsnciicencansianin 153, 439 172, 242 176, 507 +15.0 +2. 5 
All Reserve city banks......------.-s-----+--- 97,090 | 107, 878 | 108, 105 | +11.3 +.2 
Central Reserve city banks................-.....-.<- 88, 436 40, 713 39, 140 +1.8 | —3.9 
Other Reserve city banks. .........................- 58, 654 67, 165 68, 965 +17.6 +2.7 
IR DOB io cicet Reptcicnacniwnitndsewtnticianen 56, 349 64, 364. 68, 404 +21.4 +6.3 
TOTAL DEPOSITS pide Meaney SBSH TE OF 
AT IS Fis iio ictcncdincsabsscaseneus 141,015 | 157,252 | 157, 593 +11.8 +.2 
All Reserve city banks...........------------- 88,727 | 97,803 | 95,402|  +7.5 | —2.5 
Central Reserve city banks......-......-..-...----.- 34, 261 36, 097 33, 606 —1.9 —6.9 
Other Reserve city Danks. ........-cccccccnccccccncse 54, 466 61, 796 61, 796 +13. 5 -0 
rene re el 62,288} 59,360} 62,192} +189| +48 
TOTAL CAPITAL ACCOUNTS 
ATE enter Rs tases ceicscnwecsteenwes 10, 218 12, 210 14, 058 +37. 6 +15.1 
All Reserve city banks. ......................- 6, 459 7,7 ay 8, 754 +35. 5 +13.6 
Other Reserve elty banks. 22-2222wvwwwwewaccczz] Roan | «= 500] «Rie | Tar2} sons 
ea Nth ccicehccavssoiesecnvummvatsaliontall 3,760 | 4,806| 5,30| +411] +17.7 
TOTAL LOANS, NET Cis EY aE: eer Ane ee 
DEL TORRENT WRB os dn cecctsccdcessccstnnmens 49, 561 60, 250 78, 448 +58. 3 +30. 2 
All Reserve city hemks... .< .....cccicsconcess 33, 265 | "88, 809. 1, 119 +53. 7 +31.7 
Central Reserve city banks................-----.---- | 13,614 | 14,823 19,684 | +446 +32. 8 
GCiber Resmrye Gy DAMIER <<... on nccccdccccceccecsnes | 19,651 23, 986 31, 435 +60. 0 +31. 1 
RNAI ao: cncacerssecsnvveeceemeieabs 16,206 | 21,442 | 27,330 | $67.7 | 27.5 








Source: Board of Governors of the Federal Reserve System. 


The Cuatrman. If I can properly judge the sentiment among the 
members of this committee and the Members of the House and Senate 
with whom I have a close contact, there is a real determination on the 
part of these members to actually do something for small business in 
two respects; one is on taxes, and the other is on making money and 
credit available. It is capital that I am talking about. I believe 
there is a determination, Mr. Martin, and I feel that a stronger and 
more determined effort will be made at the next session of Congress 
than ever before, and I want to ask you some questions about a plan 
I have in mind. It would directly affect the 12 Federal Reserve 
banks. 
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But in the beginning I want to ask you about the reduction of thé 
discount rate. Last Thursday 4 of the Federal Reserve banks an- 
nounced a reduction of one-half of 1 percent in the discount rate, 
Did you know these requests for reductions would come in before they 
came to the Board, Mr. Martin ? 


Mr. Martin. No; I did not know before they came to the Board, 


but I knew that there was something moving in that direction. 

The CuarrmMan. You knew there was something cooking? 

Mr. Martin. That is right. 

The Cuairman. And that was in all 12 banks? 

Mr. Martin. Certainly. We operate as a system. 

The Cuarmrman. Do you not anticipate that the others, the other 
seven, will come through soon? 

I understand Boston came through Monday. 

Mr. Martin. They may. I understand that there has been one 
bank that has come through today. 

The Cuarrman. Is it not a fact, Mr. Martin, that the Board has 
quite a lever over these people by letting them know what you want? 
I do not say that you even have to do it or you would do it, but you 
ean say: “Now we have never arbitrarily raised this rate or lowered 
it ourselves, but we can do it unless you cooperate.” 

Mr. Martin. Mr. Patman, you and I have discussed that many.times, 
that the authority resides in the Board, as I pointed out, to you. It 
has not been our procedure to exercise it unless the Board felt that the 
situation was drastic enough to require something of that sort. It 
never has during the time I have been there. 

The Cuatrman. Using the language of the street, you could say 
that you have a club over them. I do not say that you have used it, 
but it is there and has the effect of persuasion. 

Mr. Martin. No; we do not put any club over these people. 

The Cratrman. I do not say that. I say you do not use a club. 
But if they were to refuse to come along, you could use powers you 
have to do what you think ought to be done, because the law says that 
the Federal Reserve Board has the power to determine this rate. That 
is correct, is it not? 

Mr. Martin. That is the law. 

The Cuatrman. That is the law. 

Mr. Martin. I will not quarrel with you about that. 

The Cuarrman. And im order to make sure that you can determine 
it frequently, the law is written so that the Federal Reserve banks 
have to determine their rate every 14 days, do they not? 

Mr. Martin. They come in every 14 days, correct. 

The Cuaimman. In other words, every 14 days you can determine 
whether to raise it or lower it? 

Mr. Martin. We pass on the rate that they submit to us. 

The Cuarrman. That is right, but in addition to that you can call 
upon them in between the 14 days for a new determination of the rate, 
can you not ? 

Mr. Martin. Oh, I presume we could, but we never have. 

The CuargMan. So in effect although you have never had to do it, 
each bank knows that if they do not cooperate, the Board could go 
ahead and doit. They know that would set a precedent which prob- 
ably would be hurtful to them in the future. They avoid getting into 
that embarrassing situation. 
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Mr. Martin. No, Mr. Patman. You and I have discussed this 
many times. There is no such implication in our relations with the 
12banks. There isnoclub and there is no misunderstanding about the 
fact that we are working as a system. We sit around the table just as 
you gentlemen are sitting around the table, and we try to evaluate the 
situation as best we can. If we do not have men in the System that 
have sufficient courage to stand up for their judgment, then the System 
is not worth anything anyhow. 

The CuarrMan. Well, of course I do not accuse you of using a club 
because you do not have to use a club. 

Mr. Martin. No, I did not say you did, but I did say that this is a 
discussion we have had frequently before. 

The Cuarmman. That is right. But in a discussion with them you 
are well armed and they are not. In a discussion with them, you see, 
you have the power to determine the rate. But they do not have the 
power to overrule you. 

Mr. Martin. That is what national policy requires, and on that the 
law isclear. But I have tried to point out that the whole background 
and purpose of the Federal Reserve has been to operate as a system. 

The Cuatrman. Yes. 

Mr. Martin. And I think you have to bear that in mind when you 
approach decisions, you do it in the spirit as well as in the letter of the 
law. 

The Cuarrman. That is right. 

Mr. Martin. There is both the spirit and the letter of the law, and 
we are not dealing with something that is in absolute terms, that you 
just say boom, boom, boom. It is not that sort of a process. 

The Cuatrman. I hear what you say about acting in the system, 
but the truth is the Board has all power now, Mr. Martin. That has 
been true since the act of 1935. We no longer have 12 banks that 
have power. That power is lodged in the Board. There is no im- 
portant power, and I say this deliberately. There is no important 
ao remaining in the respective banks, the 12 Federal Reserve 

anks. We have discussed that a number of times, too, and I have 
asked you to name a power that remained with them that was impor- 
tant and I do not think you named any one power. 

Mr. Martin. The discount window in each individual bank, Mr. 
Patman, is administered by the officers and directors of that bank. 
That is important. And they have the responsibility for initiating 
changes in the discount rate. 

The Cuatrrman. What you really mean to say is that they can rec- 
ommend changes in the discount rate. They do that knowing your 
views as to what the rate should be and knowing that on review of 
their recommendations you have the power to determine the rate. 
Now, if I can take the time I am going to explain how insignificant 
that power is. I'll show that from your own reports, Mr. Martin. 

Mr. Martin. We have been over it many times. 

The Cuamman. Yes. 

Mr. Martin. We disagree on that, but I really think that it is not 
a black-and-white case, but I think that the organization of the sys- 
tem, which is by no means perfect, is still a combination of a gov- 
ernment of law and a government of men. We operate under the 
Federal Reserve Act, and, against the history and procedures which 
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have been developed under that act, we must try to administer the 
System consonant with it. I think that you cannot just say that 
this authority as exercised is insignificant. Otherwise, you need to 
change the entire nature of the system. 

The Cuamman. Of course, my reply is, Mr. Martin, that we are 
dealing with 2 periods in our monetary history, 1 period from 1913 
to 1935 when we had 12 banks and each bank was autonomous. Each 
could do things itself. But since 1935 we have had a central bank. 
Now I am not opposed to a central bank. I am not criticizing a cen- 
tral bank. I think a central banks is a good thing, but we might just 
as well be frank about it, and say that the Board had all authority 
along with the open-market committee composed of 12 members— 
that is, 7 members of the Board and five presidents of the Federal 
Reserve banks. The open market committee I think is the most pow- 
erful committee on earth that has ever been organized. Now the 
rate of 314 percent down to 3, that will not really do much good in the 
way of stimulating growth in our country. Will it, Mr. Martin? 

Mr. Martin. Mr. Patman, I do not want to amplify on the action of 
the Board of Governors and the banks. I think that we gave the 
public and everyone a perfectly straight-forward, clear signal that 
we saw some change in the business and general economic situation. 

The Cuareman. In other words, you announced the reduction just 
like you did when you raised the rate. It is more psychological than 
real. You just announced that we were going to have a little harder 
or tighter money. Was that it, Mr. Martin? 

Mr. Martin. It is not that simple. Your judgments in this field, 
Mr. Patman, have to recognize that it is business and economic condi- 
tions generally that you are dealing with. We do not make these 
conditions. We may influence them to the best of our ability, but our 
decision has to be based on an objective analysis, and all that was done 
in the lowering of the discount rate was to make a clear, unequivocal 
decision that everybody could see that we realized there was some 
change in the business situation, and, that in order to fight both 
inflation and deflation, we thought it was appropriate to take some 
action. 

The Cuarrman. I commend you for the action in reducing the rate. 
I know you had something to do with it, at least by telephone conver- 
sation. 

Mr. Hayes said that such action was usually accompanied by other 
actions to implement it. In other words, that vehicle alone was not 
sufficient to get the job done, but it took other actions. Do you con- 
template something else being done, Mr. Martin ? 

Mr. Martin. I do not have any comment to make on whether any- 
thing else will or will not be done. Business and economic conditions 
are what determine our course. 

The CuHatrrman. All right; I will accept that answer. I know you 
would not like to state if you had anything in mind. 

Mr. Martin. What we felt, Mr. Patman, was that it was appro- 
priate to take this action. Our actions are designed to be as helpful 
as we can be to growth and stability in the economy. 

The Cuamman. That is right. 

Mr. Martin. That is our objective and that is our purpose. 

The Cuatrman. All right. I think it was a good action. Now 
then, I want to invite your attention to the fact—and I hope the mem- 
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bers will listen to this; I think it is something that will come up year 
after year—when you were making money harder and tighter in 1953, 
you did it by raising the rediscount rate every time. That meant an 
automatic and arbitrary increase in all interest rates clear across the 
board. 

Now, you had another weapon that you could have used. You 
could have increased reserve requirements. I know that that would 
have caused interest rates to increase, but it would not have been a 
quick, arbitrary increase clear across the board. Raising the discount 
rate, as I interpret it, was a guaranty to all lenders of money that 
they would get an immediate increase in their interest rates. An in- 
crease in reserve requirements would not necessarily give money- 
lenders an immediate increase in interest rates. Why was it that you 
used the discount-rate method in going up high, and then when you 
got so high you had to go down, instead of reducing the rates, you 
reduced reserve requirements which gave them free money, free 
reserves, upon which they could expand 6 to 1 at a minimum. 

Mr. Martin. I do not know what period you are referring to now. 

The Cuatrman. 1953-54. In other words, specifically, May 11, 
1953; up to that date you were awfully hard, I thought, very hard. 

Mr. Martin. That again is a matter of judgment. We are always 
trying to adapt our actions and our policies to business and economic 
conditions. There are always judgments involved in these matters. 
In my judgment, you would have seen a much higher interest-rate 
pattern if we had used the reserve-requirement method to restrain 
credit expansion instead of the method that we did use. 

But these things are always discussed and carefully thought 
through. I believe that the system’s operation must be a fluid one; 
that under different conditions and different circumstances you will 
use different weapons and different techniques. That is the kind of 
a process we are dealing with. 

The Cuarrman. But, Mr. Martin, you used the only weapon that 
would guarantee the lender a big profit each time. 

Mr. Martin. That just isnot so, Mr. Patman. 

The CuHatrmMan. I do not say it was deliberate. 

Mr. Martin. No; it is not a case of—I am just disagreeing with you 
on judgment. Now, my judgment could be wrong on this and yours 
might be right, but I do not think so. I think that the lender would 
have done better by the reserve-requirement method than he did by 
the discount method. That is a judgment of technique and an evalua- 
tion of the business and economic conditions which were changing 
from week to week and month to month. Our policy has to be and 
always must be flexible. We have got to fight both inflation and 
deflation. 

The Cratman. Instead of just using 1 weapon, which you did, 
which was a guaranty to moneylenders that they would not get an 
immediate quick increase in their interest rates, you could have used 
the other 2 weapons, too, along with them and coordinated them. 

Mr. Martin. As you pointed out, over a period of years we have 
used them all. 

The CHatrMan. Yes; you have used them all. But I am talking 
about since 1953. You used the discount rate in order to harden 
money up to May 11, 1953. Then you used a reduction in reserve 
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requirements to ease money. I wonder whether you are going to use 
reserve requirements to give the banks more free reserves again ¢ 

In other words, give them a free ride both ways, going up and 
coming down. 

Mr. Martin. Whatever we do, Mr. Patman, we are going to con- 
‘duct the policy to contribute in the greatest way that we can, in our 
judgment, to growth and stability in the economy. That is the objec- 
tive, that is what we are trying to do, and that is the way we are 
going to use these instruments. 

The Cuarrman. That is right. I agree that that should be your 
object, and I am in accord with what you say is the purposes of your 
actions. But do you not think that we are in a recession now? 

Mr. Martin. I have already pointed out to you, Mr. Patman, the 
action that the Board took. I see nothing to get excited about in the 
picture. We are going right along our course trying to adapt our 
actions, as I repeatedly told you we would. We would be flexible at 
all times. We are trying to adapt our actions to fight both inflation 
and defiation. I cannot make a judgment; I cannot forecast what 
the economy is going to do. 

The Cuarrman. No. 

Mr. Martrn. I wish I were that smart, but I am not. 

The Cuatrman. But if you have two weapons and one will unduly 
profit the lenders, I feel strongly that you should not use it every 
time, that you should use the other weapon sometime. 

Mr. Martin. Well now, you and I are always very good natured 
about this. 

The Cuarrman. Yes, sir. 

Mr. Martin. That is one of the reasons I enjoy discussing it. But 
we just have a little difference of judgment as to what happens. 

The Cuarrman. That is right. 

Mr. Martti. In the use of these instruments. 

The CuarrmMan. But you are going to do what is necessary to keep 
this situation going? In other words, you are not going to permit 
money to get tighter or harder? 

Mr. Martin. We are going to adjust in the way that we think is 
the most satisfactory to produce the maximum growth and stability 
in the economy. 

The Cuatrman. And if you think there is further easing to be done, 
you will do 1 of 3 things: You will either reduce the discount rate 
more or you will reduce reserve requirements or you will go into the 
market and buy Government bonds ? 

Mr. Marttn. Now, Mr. Patman, you know the Federal Reserve Act 
and you know the instruments that we have, and we are going to look 
at business and economic conditions all the time and determine what 
is the best approach to take to the problem at the time. 

The Cuarrman. Mr. Martin, I want to urge you to consider the 
fact that there are more vacancies in the stores in the little towns of 
America. I believe that. And I believe that the failures among 
small-business men are greater for September of this year than for 
any September since 1933. The statistics show that. And I believe 
that we are in a recession, a serious recession, and I want to urge you 
to do something about it and do it quickly. You have often explained 
and Mr. Humphrey, the Secretary of the Treasury, and Mr. Keecles, 
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your predecessor, all have said many times, you can‘ pull a string but 
you cannot push it, Youcan stop inflation, you have weapons at your 
command to stop inflation, but you do not have any weapon at your 
command to stop deflation. 

So therefore I want to urge you to view this situation in the light of 
what is actually happening in the United States of America, to the 
home builders, small Sonne agriculture, I just hope that you take 

ositive action, definite and quick action, that will restore things be- 
ee we reach such a low that you cannot restore the economy. 

Mr. Martin. Mr. Patman, all I can say is that we are going to exer- 
cise the best judgment that we have. I do not know what, we will de, 
but 

The Cuarrman. In the light of the facts, I am sure that you will act, 
and I am sure that your judgment will be honest. I have never im- 
pugned your motives, and I have no intention of domg so. I know 
that you are acting honestly in what you believe is the best thing to do. 
I have always said that, and I honestly believe it. 

Now, I want to ask you about a proposal that will really help small 
business. There are 4 million small businesses in this country. They 
are going broke. They are just popping like firecrackers all over the 
Nation all the time. But you never hear of any big business going 
broke because the big businesses are pretty well fortified. .They can 
have administered prices, they can have a lot of things, and they are 
pretty well insulated against danger or trouble. They are in a storm- 
proof cellar with all the modern conveniences, 

But the little fellow is in danger. We want to do something for 
this little man. 

Mr. Martin. Mr. Patman, may I just interject and then I will not 
any more because you are very graphic in your descriptions and you 
are very persuasive, but there are Seb an awful lot of little businesses 
that are doing pretty well, even at the moment. 

The CuHarrMan. Yes; there are some. But out of 4 million, you 
would expect some of them to do well. 

Mr. Martin. Statistically, I just wanted to put it in perspective. 

The Cuatrman. There are only 10 percent that are—— 

Mr. Martin. We cannot quarrel about statistics, but I just do not 
think they are popping like firecrackers all around the country. 

The Cuarrman. In many respects I say that it is true that they 
are. 

Now, here is a proposal, Mr. Martin. You know we have the 
FDIC. When we organized the FDIC, we appropriated money out 
of the funds of the Federal Reserve banks. Congress had the pow 
er to do that. You do not dispute that. We appropriated $139 
million to the Federal Deposit Insurance Corporation to help start 

it. That money eventually was paid back, all except $40 million. 
It is paid back all except $40 million of the interest, and it was paid 
to the Treasury, as it should have been paid. 

Now, we have had the jomt stock land banks. The Government 
furnished the capital. Finally, that. capital. was paid: back. ‘Now 
in most. instances the banks are privately owned. We had te Pro- 
duction Credit Corporation, and it, with the thousands of credit as- 
sociations throughout the Nation. A large number of them have 
paid back all,the capital advanced to them and. they all belong t» 
the people. 
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Now, we have been thinking about a plan that would necessitate the 
Federal Reserve banks putting capital in small business capital 
banks, and the capital eventually being paid back to the Govern- 
ment just like the FDIC paid it back to the Government. Then 
the banks would be owned by the small business people who need 
the banks and who are customers of the banks. That is in accord 
with the same policies and the same principle we have had in this 
country for many decades. 

Here is the plan: We would have a system of an overall board like 
the Federal Reserve Board here in Washington. It would direct a 
system of capital banks for small business. Members of the Board 
would be appointed by the President. Then we would have 12 capi- 
tal banks. Of course, the Board would be for the administration 
only, just like the Federal Reserve Board is for administration. 

Now, each of these 12 banks would be established at the same place 
as a Federal Reserve bank. Incidentally, it would be sheltered or 
housed in a Federal Reserve bank building, but it would not be con- 
nected with the Federal Reserve bank. The bill would carry an 
appropriation of $10 million from each Federal Reserve Bank for 
the capital stock of the capital bank for small business established 
in that Federal Reserve district. 

Then, of course, branches would be organized in the different 
States around just as now in the Federal Reserve System. The Fed- 
eral Reserve System, I believe, has 24 branches, 12 banks and 24 
branches. In other words, the small business banks would be avail- 
able and accessible where they would be needed and where there is 
demand for them. We would have it that way and we would have 
boards of directors locally at each one of these banks just like the 
Federal Reserve has them now, except, of course, I hope they will 
have more power and authority than the Federal Reserve banks 
havenow. But there would bea similar setup. 

Now, the point of my question is this. I spoke of a $10,000,000 
appropriation—did you read the testimony of Mr. Hayes and the 
other presidents of these banks before our committee on Monday, Mr. 
Martin ? 

Mr. Martin. No; I did not. 

The CuamrMan. Do you know what it is? 

Mr. Martin. No; I have not read it. 

The Gxuarrman. Well, I have news for you. They did not oppose 
my proposal to appropriate $10 million from each Federal Reserve 
bank too much. And each one of them said that they could put up 
the $10 million rather easily if Congress should require it. They did 
not seem to resist it too much. 

Now, since we need capital and we have got to have capital, and 
this money in the Federal Reserve banks, in each Federal Reserve 
bank is idle money, it is unused money—the aggregate amount of it is 
over $745 million under section 7 and about $27 million under section 
13 (b), which you will not repeal, and then about $108 million under 
another section. But you have over $750 million in these 12 Federal 
Reserve banks, money that is actual money. It is not any phon 
money. Itisactual money. Itissurplus. It isnot needed now. It 
has never been needed in the past, and I say that there is no prospects 
of its use in the future. Certainly $10 million from each of the 12 
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banks or $120 million aggregate would not be too much to take from 
that fund. , 

Do. you see any reason why that should not be considered, Mr. 
Martin ¢ i 

Mr. Martin. I do not see any reason why it should not be considered, 
Mr. Patman. The Board of Governors has not recently considered 
this proposal, but I did appear—Mr. Young and I went over this before 
we came up here—on the 20th of June before the Subcommittee on 
Small Business of the Senate Banking and Currency Committee—and 
I would like to insert in the record, if I could, what we said at that 
time. 

(The statements follow :) 

. * * * ok * « 

As to the role of the Federal Reserve with respect to the proposed new financing 
institutions designed to provide longer term debt or equity financing for small 
businesses, it would be appropriate, if the Congress sees fit, for the Board of 
Governors and the Reserve banks to perform certain functions relating to the 
activities of such new facilities. These functions relate to chartering, examina- 
tion, and fiscal agency duties. The performance of such duties is consistent and 
compatible with the similar functions now performed by the Federal Reserve. 

However, the Board would favor neither the financing of such institutions by 
the Federal Reserve by purchase of stock or otherwise, nor the exercise by the 
System of any proprietary functions. For example, the Board should not have 
the responsibility to “promulgate standards to determine the eligibility of busi- 
ness enterprises for the purposes of this act.” Also, it should not be responsible 
for regulating the borrowing of the investment companies. Such activities should 
be specifically governed by the act itself. 

Our views on these matters are based on the fundamental objections discussed 
before this subcommittee 2 years ago. Basically, our concern stems from the 
belief that it is good government as well as good central banking for the Federal 
Reserve to devote itself primarily to the objectives set for it by the Congress, 
namely; guiding monetary and credit policy so as to exert its influence toward 
maintaining the value of the dollar and fostering orderly economic progress, 

~ * * o * * + 

The Cruatrman. Yes, I have it here, and it is not very good. 

Mr. Martin. I was afraid you would not think it was very good, 
but that was the position of the Board at that time. 

The Cuamrman. However, it has one element different, and I think 
it is fundamental, it is basic, the most important of all. It is the 
money. You know when you snpentne on the Senate bill, the ques- 
tion there was you would have to borrow the ney You would have 
to pay interest on it. It might cause the national debt to exceed the 
limit, and there were a lot of other reasons why you were against that 
bill. But those reasons do not apply to this proposal, because this 
proposal, you will note, will not unbalance the budget. You will not go 
over the debt limit with it. You will not incur additional obligations, 
You will not have to pay extra interest. 

So you do not think it is an entirely different proposition, Mr. Mar- 
tin? 

Mr. Martin. I think there is that 

The Cuarrman. Using the surplus funds. 

Mr. Martin. I think there is that difference. I think there are some 
questions, questions of judgment involved in it. I think they are 
raised in that statement which you have got in the record. I do not 
want to commit the Board of Governors in either direction on it at this 
time. They have not considered it. 
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I know that in the light of the study that we are making, that the 
Board is going to be very alive to these problems, and it may be we 
will change our mind from that position as this study develops. But 
I make no commitment of any sort on that. I merely say that it is 
something that we ought to consider and we ought to also consider 
about the money. You know there are some highly technical aspects 
of this money, and I won’t go so far as to follow you all the way on the 
prospective use of a part of it. We have been over that a number of 
times. It was a business accounting procedure which was adopted in 
setting up the Federal Reserve System. 

The Cuarrman. I will get back to that later, Mr. Martin. I will 
answer you on that ina minute. But now on the Boston bank, for in- 
stance, it has $43,948,000 surplus, an increase of $3 million last year. 
The New York bank has $208 million in surplus funds, just under sec- 
tion 7. Now, that money is not being used for any purpose; $10 mil- 
lion from that would not hurt them any. And on Philadelphia, $52 
million; and Cleveland, $66 million; Richmond, $37 million; Atlanta, 
$33 million, an increase of $3 million last year; Chicago, $110 million; 
St. Louis, $29 million; Minneapolis, $18 million; Kansas City, $27 
million; Dallas, $37 million; San Francisco, $82 million. I have a 
little news for you on San Franciso. They earned over $10 million 
last year; so what they earned last year would supply the capital 
ofthat bank. They earned $11 million. 

Now, how did they earn that $11 million? It would be interesting 
to go into that and find out. Did they do it making discounts, lend- 
ing money? No, they did not do it that way. You know how they 
made that money. They made $63 million last year, $63,479,000, and 
that is interest on Government securities. 

Follow this closely; it is very important. It goes to the whole 
Federal Reserve Banking System. The San Francisco bank, al- 
though it earned net profits, after paying all expenses of all kinds 
whatsoever, earned $11 million last year. It only made gross $765,- 
000 in discounts. So the money for all practical purposes, 98 percent 
of it, came from interest on Government securities. Now, those Gov- 
ernment securities on which they earned that interest they did not 
touch. All those bonds were in New York, were they not? > 

Mr. Martin. I would not guarantee every one of them was, but the 
majority of them were. 

The CuatrmMan. The open-market account of the New York bank 
has charge of them, does it not ? 

Mr. Marry. Yes; the account has charge of them, but they are 
prorated through the System. 

The CHarrman. I know they are prorated, Mr. Martin, but you 
know what the score is. I do not have to just keep on asking you. 
You know. And the Federal Reserve bank in New York has com- 
plete charge of all those bonds for all the banks. The Dallas bank 
cannot touch one of them in the open-market account. The San 
Francisco bank cannot. It is only the Open Market Committee oper- 
ating in the New York bank in charge of an officer of the New. York 
Federal Reserve Bank, not even under your direction, not even. hired 
by you, not even paid by you, but hired and paid by the New York 
bank. It has charge of every one of those bonds, and each year they 
just remit or credit the San Francisco bank its part of the interest. 
Is that not true? 
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Mr. Marrtn. Yes, I think that the account operates the way you 
say it does. All of the Federal Reserve banks participate in it. The 
New York bank handles the account as agent for the Federal Open 
Market Committee, and we have to approve the manager of the 
account. 

Mr. Srety-Brown. If the gentleman will yield, to carry on the 
discussion we had this summer, will you explain to the committee 
what, in your opinion, is the signific ance of this $800 million which 
our chairman says is serving at the moment no useful purpose and 
has suggested be put to another use. What is the significance of that 
$800 million with respect to our banking system and with respect to 
our whole economic structure? I think we are interested to find out 
just what in your opinion is the significance of that $800 million. 
What is its significance ? 

Mr. Martin. It is the surplus of the Federal Reserve banks. It is 
set up just as on a business basis, and we have tried to conduct the 
System in conformity with that pattern. 

Mr. Seety-Brown. Do you feel it might or might not be proper to 
dip into that fund and use some of that surplus for other purposes ? 

Mr. Martin. Well, I think it starts a precedent, Mr. Seely-Brown, 
that is perhaps dangerous. Now, I would have to be completely hon- 
est with you and say that if you took a very small amount of it the 
world would not come to an end. You could offset that amount by 
open-market operations, so far as credit policy is concerned. But I 
still think it is the principle that you have got to be careful about. 
It is also something that has got to be w eighed i in terms of the future. 

Mr. Sre.ty-Brown. It is an important safety valve. 

Mr. Martin. It is, indeed. That is exactly the point. 

Mr. Seery-Brown. And it does serve a useful purpose in your 
opinion as being a very real safety valve which we must be careful 
when we let some of the steam out that we do not blow the—— 

Mr. Martin. That is correct. 

The Cuairman. Now let us go into that safety valve, Mr. Martin. 

Mr. McCuntocn. Mr. Chairman, I would like to ask this question. 

Mr. Yares. In what way is it a safety valve? I do not understand 
that answer. 

Mr. McCutaocn. I did not have the benefit of hearing the testi- 
mony thissummer. Mr. Martin, is this so elementary a question that 
I should be embarrassed by it? Are you trying to tell me or us that 
the use of this fund is inflationary and is inflationary in proportion 
to the number of times and the extent to which we dip into it, if we 
do not offset it by some other activity ¢ 

Mr. Martin. Oh, yes, yes indeed. Let me just emphasize that by 
setting it out this way: ¢ vapital and surplus facilitates the operations 
of the banks and in this way is an element in the confidence factor of 
our currency. We should never overlook this factor. The minute 
you start tampering with this type of thing, you are chan ging the pat- 
tern, with possible adverse effects on confidence. That. is-one of the 
things we have to consider. 

The CrarrMan. Let us see about this safety valve. 

A safety valve presupposes that what is in there escaping is needed 
and is used. Soa safety vatve is an incorrect illustration, because this 
surplus fund is not being used, it is not needed and there is no prospect 
that it willever be needed. 
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Mr. Martin. I wonder about the words “safety valve.” This is a 
cushion you are talking about. 

The Cuatrman. Let us talk about it. Do you use it now? 

Mr. Martin. No, we are not using it now. 

The Cuarrman. And you never have used it in the past, have you? 

Mr. Martin. Has it never been used, Ralph ? 

Mr. Youn. Yes, it was used in the twenties. 

Mr. Martin. It was used in the twenties, Mr. Young tells me. 

The Cuarrman. What for? 

Mr. Martin. Would you comment on that, Ralph ? 

Mr. Youna. There were, I believe, two periods in which the earnings 
of the Federal Reserve banks were insufficient to cover the expenses. 

The Cuatrman. Oh, that is to keep them from having to go to Con- 
gress to get an appropriation. I remember that. 

Mr. Youne. That is one of the reasons that you have the accumula- 
tion of surplus. 

The Cuatrman. I know. It was only a small amount. It was in- 
significant. 

Mr. Youne. I do not recall, but it was in 1922 or 1923. Then again 
in the thirties. 

Mr. Martin. We will get you a memorandum on that. 

The Cuatrman. In 30 years it has not been used. You cannot cite 
an instance in 30 years that they have used any part of the reserve 
funds, not one. 

Mr. Youne. The 30 years I think would include the thirties, 
wouldn’t it? I think you will find in the thirties that there were some 
instances. 

The CuHarrman. Anyway, Mr. Martin, you have these funds that 
could be used as capital funds for small-business capital banks? 

Mr. Mouuter. Excuse me, in the twenties was it also used to make up 
some expenses ? 

The Cuatrman. No, it was not. 

Mr. Young. I believe in the early thirties if my recollection serves 
me correctly, there was a period in which with some banks there was 
some drawings upon the surplus to meet expenses. 

The Cuarmrman. Of course I do not know all the facts about the 
Federal Reserve System, but I have a feeling you are mistaken about 
that, Mr. Young. 

Mr. Youne. I could be, but that is my recollection. 

Mr. Brown. Mr. Chairman, may I ask one question? Mr. Martin, 
if in this instance when the fund was used, if the fund had not existed, 
would the Federal Reserve System just have come to the Congress for 
its operating needs ? 

Mr. Martin. Yes. Wecould not have operated any other way. 

The Cuarrman. Oh, no, Mr. Martin. Let me answer that. It is a 
fact that the banks at that time could have used their open-market 
operations. At that time each bank had the privilege of using open- 
market operations, and the banks could have bought a million dollars 
worth of bonds and kept those bonds and collected the interest and it 
would have had the money. If it required $10 million they could 
have bought $10 million worth. Each could buy bonds in the open 
market itself at that time; couldn’t it, Mr. Martin ? 
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Mr. Martin. Why yes, that is true, but I did not understand the 
uestion, Mr. Patman. I thought as were talking about setting up 
the system on an entirely different basis than it is set up today. 

The Cuartrman. That is right. It was set up as a business opera- 
tion, and it was intended to keep it as close to a business organization 
as possible for the obvious purpose of contributing to the confidence 
factor in our currency. Now if you set it up entirely differently, why 
you have an entirely different system. 

Mr. Yates. Mr. Chairman, I do not understand one point. Mr. 
Martin said that the funds were used in the twenties for the — 
of paying administrative expenses. Mr. Brown then asked him 
whether if it had not been used for that purpose he would have then 
gone to the Congress for money. His answer was yes. Then you said 
well, couldn’t he have used the open market procedure to go out and 
get the money ? 

The Cuarrman. That is right. was 

Mr. Yates. But how could he have gone out and bought $10 million 
worth of bonds if he did not have money to pay administrative ex- 

enses 
P The Cuarrman. On the credit of the Nation, to operate on the Sys- 
tem. ‘Trade them for a million dollars’ worth of Government bonds 
and keep the bonds and collect the interest every year. That is what 
the whole Federal Reserve System has been doing all the time. 

Mr. Yates. Banknotes to pay their expenses ? 

_ The Cuarrman. Sure, from the Bureau of Engraving and Print- 
ing. 

Mr. Yares. Is that your answer, too, Mr. Martin? 

Mr. Martin. That would certainly not encourage confidence in the 
currency. 

Mr Yares. Is that a procedure it could have followed ? 

Mr. Marttn. It could have if it completely abrogated its responsi- 
bilities and charter which is not to make money but to operate in 
the interests of the whole economy. 

The Cuarrman. I say it was possible, Mr. Martin. 

Mr. Martin. It was possible if the management of the Federal 
Reserve System decided they would not follow the Federal Reserve 
Act and they were going to speculate in securities on the credit of the 
Government, but I do not think that he would last very long. 

The CuarrmMan. Let us see if the policies you have been following 
are very far different from that. Now you have in capital stock 
$325,602,000. That is the amount held by the member banks, about 
half of the 13,000 banks or member banks of the Federal Reserve 
System—they represent about 85 percent of deposits, very, very im- 
portant ones. Now these 6,500 banks, they have paid in 3 percent of 
their capital and surplus to the Federal Reserve bank in the district 
in which the commercial bank is located. That is right; is it not? 

Mr. Martin. That is right. 

The CHatrman. Now then, as the capital and surplus goes up, 
they pay more in. As the capital and surplus goes down, they go 
down some. In other words, the amount that they have invested in 
that so-called stock depends upon the amount of capital and surplus 
of each bank at all times; is that not correct? 
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Mr. Martin. That is right. It is related to their capital and sur- 
plus. 

The Cuamman. Now, Mr. Martin, the Federal Reserve System 
is paying 6 percent interest on that money. Now as you have stated 
to me in answer to the question as Mr. Eccles and the other chairmen 
have, the banks have no proprietary interest by reason of that invest- 
ment. In other words, it does not give them any right except give 
them a feeling that they have got something invested thereupon 
which they get 6 percent, and about half of that is tax exempt. They 
do not pay any taxes at all. They have that feeling that they have 
that investment there, but they cannot vote by reason of their invest- 
ment. If it is a million dollars or a thousand dollars, it is still the 
same vote they have. They cannot hypothecate the so-called stock. 
They cannot sell the so-called stock. It is not stock. It is a misnomer. 
It is just a convenience with no a ownership; is it not? 

Mr. Martin. It is a device which I think was very properly used, 
again in consonance with business practice, in order to give a means 
of getting direct participation through the directorates. It is a voting 
device that is used in the System, and I think very effectively and 
very properly. 

Now it is not, and I am glad it is not, proprietary interest on the 
part of the banks. 

The Cuatrman. Mr. Martin, I am afraid your answer there is a 
little bit misleading that it is a voting device. 

Mr. Martin. The device by which we determine what the votes of 
the individual banks are with respect to the six directors that they 
elect. I donot know what is misleading in that. 

The Cuarrman. What I mean is, Mr. Martin, you are not inferring 
that by reason of a high investment they have more votes than one 
with a low investment ? 

Mr. Martin. Well, these procedures are worked out. I could get 
someone up here, Mr. Patman. It is worked out on an equitable 
basis. I cannot give you the precise details with respect to it, but we 
have small banks, medium-sized banks, and large banks. 

The Carman. That is right, and they all have equal votes in 
those categories. 

Mr. Martin. Yes; and this device of dividing it into small, medi- 
um and large was a means of trying to get proration of directors in 
accord with a recognition of size. 

The Cuarrman. Yes. 

Mr. Marrin. And at the same time the capital procedure, the 
voting procedure, was related to capital and surplus. 

The Cuatrman. But Mr. Martin, is it not a fact that you do not use 
this stock for any purpose in your operations ? 

Mr. Martin. That is correct; we do not. 

The Cuarrman. You do not use it for any purpose in your opera- 
tions. Now is it not a fact that you do not use any of this $750 mil- 
lion or these surplus funds, you do not use them in any part of your 
operations ? 

Mr. Martin. Not at the present time. 

The Cuarmrman. And I know a lot of bankers are always saying 
that the Federal Reserve has used our reserve funds to buy Govern- 
ment bonds, and we ought to have a part of that. Is it not a fact 
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that you do not use the banks’ reserve funds for any purpose? I am 
talking about the commercial banks. 

Mr. Martin. That is correct. 

The Cuarrman. And it has got to be correct because if they did 
not have the reserve funds in your Federal Reserve banks, they would 
have to have them in their own vaults; would they not! 

Mr. Martin. That is right. 

The CuairmMan. So they are just permitted to transfer to the Fed- 
eral Reserve bank money that they would normally have to keep in 
their own vaults. Therefore, they are not entitled to have that money 
do double duty. And buy Government bonds with it. Is it nota 
fact that the only way that you accumulated these Government se- 
eurities, about $25 billion worth, is by the use of the Government’s 
credit? 

Mr. Martin. Credit plays a major part in it. 

The Crairman. Major? It plays all the part. 

Mr. Martin. Again you have to relate it to the capital and surplus 
and the participation of the capital and surplus of the banking: sys- 
tem in this operation. All of these are relationships. 

The Cuarman. I know, Mr. Martin, but you have told me you did 
not use the capital, you did not use the surplus. 

Mr. Martin. Not at a specific time. 

The Cuarrman, Or at any time. 

Mr. Martin. Well, now wait. Mr. Young has just pointed out that 
there was a time when the system was in a different position than it.1s 
today. This flow of money, as I have frequently said, isa stream. I 
will not repeat that illustration, but I think that you have got to 
realize it is a flow, and if you take it at one given point and say you 
are not going to do this, our money flow—I hope you will pardon me 
for repeating this, but we have a medium of exchange and a standard 
of value, but the basic component of the flow is confidence. That is all 
related to this structure that we have set up, and the Congress very 
wisely in the Federal Reserve Act set certain limits. At any time you 
can change the Federal Reserve Act; that is your power and your 
prerogative and I think it is good that you have it. 

The Cuatrman. I know, but it is not by reason of anything that the 
Federal Reserve is permitting us to do. We have a right to do it 
anyway, Mr. Martin. 

Mr. Martin. Why certainly. I was not challenging your right in 
any way. I was just pointing out that within the limits of the law 
we are given certain discretion which you can change at any time. 

The Carman. I know that at first 'the charter of the Federal Re- 
serve System I think was 20 or 25 years, which? Twenty-five years, 
was it not, Mr. Young, but somebody was afraid that it might happen 
like it did under Jackson’s time, in the early part of this country, and 
they might not extend these 20-year franchises for the central bank. 
In 1927, at least 9 years before it would or could expire, they got a 
perpetual franc hise. That is up to the Congress. It could change it 
anytime it wants to. But on the open market committee, Mr. Martin, 
where you actually buy these bonds, is it not a fact that you trade a 
million dollars worth of credit for a million dollars worth of bonds, 
and then if the person from whom you buy the million dollars worth 
of bonds wants the money, you furnish them Federal Reserve notes 
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from the Bureau of Engraving and Printing, and the only thing that 
you have to support those notes is the 25-percent requirement on gold, 
which of course is represented by gold certificates which have never 
been printed, 25 percent gold on the outstanding Federal Reserve 
notes, is that not right ? 

Mr. Martin. That is right. It was changed by the Congress from 
40 percent. 

he Cuarrman. And they do not belong to the Federal Reserve 
System, dothey? They belong to the Government. 

Mr. Martin. That is right. They are evidences. 

The CHatrrman. So it is on the Government’s credit that you are 
operating. You are not operating on the capital stock. You are not 
operating on the reserves of the bank. You are not operating on any- 
thing except the credit of this Nation. And when you need money 
you get it from the Bureau of Printing and Engraving. 

Mr. Martin. Well, it is not quite that way, Mr. Patman. Primarily 
these transactions are on Government credit, but as I have tried to 
point out many times, we are dealing here with the requirements of 
gold, Federal Reserve credit, and relationships. Now whenever the 
liabilities of the Federal Reserve banks system exceed 25 percent of 
our holdings of gold certificates, whether it is deposits with us or notes, 
that is, Federal Reserve notes, then we are in trouble. Now we have 
this reserve ratio that you are familiar with. We publish this ratio 
regularly. Subject to the limits of that reserve ratio, we can create 
Federal Reserve credit. 

The CHatrman. You are not under a ceiling, though, as Mr. Ander- 
son is on the debt, are you? You are way off from the ceiling. You 
are not close on the 25-percent reserves of gold. 

Mr. Martin. Our reserve ratio at the moment, what is it, Ralph, 
41—47 or 48? 

The CHarrMan. I have taken up too much time. I apologize to the 
members of the committee. I will ask each member to ask any ques- 
tions they desire. I will call on Mr. Hill first. 

Mr. Hiri. No questions. 

The Cuarrman. Mr. Evins? 

Mr. Evrns. Not being a member of the Banking Committee, Mr. 
Martin, I don’t get an opportunity to hear you often. I would say 
that you are one of the Nation’s recognized financial experts—so is 
our chairman here. 

Mr. Martin. Mr. Patman and I will salute each other. 

Mr. Evins. What was the primary consideration which prompted 
the reducing of the rediscount rate by the Board ? 

Mr. Martrn. I can only repeat what I said earlier, Mr. Evins. The 
Federal Reserve Board gave a clear signal that, in their judgment, 
there was some change in the business and economic situation, and that 
in wi to fight both inflation and deflation, some adjustment was re- 
quired. 

Mr. Evins. That was the impression that I gained. 

You used the words repeatedly that business was, in effect, dictating 
the policy decisions that are being made. 

Mr. Martin. We are always concerned with business. That is our 
purpose, to have as much growth and stability in business as we pos- 
sibly can, to have a higher standard of living. 
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Mr. Evins. Wouldn’t the broad interpretation of your powers under 
the act be the well-being of all the citizens of the country, not just 
the question that business is dictating the policies of the present 
administration ¢ 

Mr. Marrtrn. Business is not dictating here. Business conditions. 
We are trying to make evaluations, Mr. Evins. That is the best we 
can do. 

Mr. Evins. I didn’t hear you in your testimony say the general 
welfare or the public welfare or the public interest. You repeatedly 
referred to business conditions, to business. 

Mr. Marttn. I certainly assumed that in our work we are concerned 
with that, or we wouldn’t have a Federal Reserve Act otherwise. 

Mr. Evins. Certainly business is important, and we are all con- 
cerned with it, and it is very vital to our country, but there are other 
elements that I think the Board might well consider in making some 
of its decisions, and not that decisions would be prompted singly and 
solely by business. 

Mr. Martin. We are talking about the economy here. Maybe you 
are using the word “business” in relation to specific businesses. I 
am talking about the broad economy. 

Mr. Evins. I like that use of the word. 

Now, you denied earlier any use of powers or clubs, and so forth, 
but still you continually used the words “weapons that we have.” 
You do have these weapons, and you use them. Then you referred 
to maximum growth. ‘To whom do you mean to imply the maximum 
growth—business, banks, or the country generally ? 

Mr. Martin. The country generally. 

Mr. Evrns. I like the emphasis on that, because I think these statis- 
tics here have shown that the maximum growth has been for the banks 
under these operations that have taken place in the last few years. 

Mr. Martin. I disagree with you, Mr, Evins. 

Mr. Evins. I respectfully disagree, too, if you say that other seg- 
ments of our economy have grown in the same proportion as big busi- 
ness has during the past 5 years. 

We know that the farm conditions of this country are not in a period 
of great prosperity. Many are leaving the farms. We know that small 
business is not prospering in our country at this time. There are many 
closings. 

If you visit the small towns rather than Wall Street, you will see 
many vacant buildings today. So while we are interested in business 
prospering, I think you will find some other segments of our economy 
that are not prospering. The Agricultural Committee, this com- 
mittee, and others are aware of that fact. 

I think the country is beginning to feel that while big business is 
prospering under some of the operations that are going on, that 
other segments of our economy are not. I wanted to suggest that 
maybe it might be wise for the Board to give a little more thought to 
the overall well-being of all segments of our economy, rather than 
leaving the impression that business is the thing that prompts the 
decision. 

Mr. Martin. I want to correct that, if I gave that impression. We 
are talking about the overall economy, the welfare of the overall econ- 
omy. Iam very glad you corrected that impression, if I gave it. 
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The Cxarmman. Mr. Riehlman. 

Mr. Rreuuman. I have no questions. 

The Cuarmman. Mr. Multer. 

Mr. Mutter. May I yield to Mr. Yates, because he has to catch a 
plane. 

The Cuarrman. Without objection it is so ordered. 

Mr. Yates. I want to thank my colleague very much for yielding 
to me. 

Mr. Martin, when the four presidents of the Federal Reserve banks 
were before this subcommittee a few days ago, they emphasized the 
fact that between August and October there was a drastic sliding in 
business conditions, or in the economic indicators, rather, which per- 
suaded them that they should change their minds on the rediscount 
rate, and that the rediscount rate should be reduced. They later 
amended that statement to say that in November this was emphasized, 

I wonder why you disagreed with them, and I asked them whether 
they disagreed with you when, on November 6, you made a speech 
which at least I interpreted to mean that the inflationary trend was 
still as strong asever. Did I misconstrue your speech ! 

Mr. Martin. I think you did, Mr. Yates. It is very difficult when 
you are talking on these subjects to have everybody get the same im- 
pression from what you say, but we are dealing with inflation and 
deflation, and I have consistently, before this committee, not this com- 
mittee, but in my appearances before the Congress, pointed out that 
once inflation gets ahead of you, it is a difficult process to unravel. 

I don’t think we have licked either inflation or deflation yet. I 
think we have got to be aware of both forces, and we have got to do 
everything in our power to maintain, I have said facetiously a number 
of times, “flation.” 

Mr. Yates. We are both for “flation” and opposed to inflation and 
deflation. 

Mr. Marrtn. That’s right, but this is a business process you see. 
You have to adjust. 

Mr. Yates. Perhaps my misconception came from having read the 
U.S. News & World Report. 

Mr. Martrn. I have read that report, and if you read it very care- 
fully, I don’t think I am misquoted, but I am emphasizing business 
principles. I am not talking about any situation per se. I think 
their headline is a little bit misleading. 

Mr. Yares. Their headline says, “The Latest Word on Why Money 
Stays Tight”—and refers to Mr. Martin, who defends the current pol- 
icy of tight money—*Offers no promise that it will be eased right 
away.” 

That was one of the reasons perhaps that I was led to my conclu- 
sion that you were still insisting on the fact that the inflationary trends 
were still as powerful as ever. 

Now I notice that in the course of your speech you stated : 

I also want to make it clear that, if you think there is any magic in the Fed- 
eral Reserve, that when business reaches a certain level and it starts to decline 
a little bit, that we can just step in, stop it there, I think you misunderstand 
the workings of our entire operation. 


If you don’t do it, who does it ? 
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Mr. Martin. Mr. Yates, I wish it were possible to tell you or the 
public that there is any power that can just pull a lever and adjust 
the levels of business. 

Mr. Yates. You mean pull a string. 

Mr. Marizin. Yes, If we had found any such power, I can assure 
you there would never have been any business decline of any sort in 
this country, that long ago we would have just been sitting there push- 
ing the buttons and the levers, and it would have been just a degree 
of how far up or down it went. 

All I was trying to talk about there was the general principles. If 
you will read that, you will see I stressed waste, extravagance, incom- 
vetence, inefficiency, all the items that enter into business decisions and 
Sostaies interrelationships. 

I think that we ought to do everything within our power to have as 
orderly growth and stability in this country as we can, but we ought 
not to try to mislead anyone to think that the Federal Reserve can 
pick up the check for them if they make mistakes or miscalculations 
on markets or that adjustments can take place by the Government. 

Mr. Yates. All right; assuming that that is true, the Federal Re- 
serve cannot, by merely pulling a lever or altering the discount rate 
or using the other financial tools at its disposal, continue with this 
broad plane of prosperity ad infinitum. 

Who else is there in the Government, or what other agency is there, 
that should be assisting you in your task, and was that done in trying 
to maintain this level? You try to stop an inflationary trend by in- 
creasing the rediscount rate. Are there other things that should have 
been done that were not done? 

Mr. Martin. All agencies of the Government under the Employ- 
ment Act should use their best efforts to have maximum production, 
maximum employment, and maximum purchasing power. That isthe 
frame of reference under which all of us operate. 

Mr. Yates. That is correct. 

Mr. Martin. There may be varying judgments at times as to what 
ought or ought not to be done, but that is what we are trying to do, 
That is our objective. That is our purpose. 

I have pointed out repeatedly that the alternative to widespread 
unemployment is not necessarily continuous inflation, continuous de- 
flation. This is a process. And I think we have got to adjust our 
activities, but we cannot guarantee to anybody that we can 

Mr. Yates. I didn’t ask you that, Mr. Martin. 

Mr. Martrn. I am sorry. 

Mr. Yates. What I asked you was this: You said it is the respon- 
sibility of all other agencies to do this under the Employment Act. 
I had hoped that I might get a specific response to. the question by 
saying what agencies had tools available as, for example, you might 
have used the open-market policy more than you did, perhaps you 
might have used that, going back to regulation X or regulation W 
in addition to this. 

Are there other agencies of the Government that could have used 
some of their tools that they didn’t use in trying to check inflation? 

Mr. Martin. Well, Budget Bureau deals with the budget problem 
and the United States Treasury deals with. the debt management 














344 PROBLEMS OF SMALL-BUSINESS FINANCING 


problem. This broad problem requires fiscal policy and debt manage- 
ment policy and monetary policy at all times. 

Mr. Yates. Were these being exercised ? 

Mr. Martin. In varying degree; yes. 

Mr. Yates. Do you feel they were successful in checking the infla- 
tionary trend ? 

Mr. Martrn. I have obviously said that they weren’t, because I 
said inflation got ahead of us in the last few years. 

Mr. Yates. Is it still ahead of us? 

Mr. Martin. I don’t know. I am not making a judgment on 
where we are in the economy. I think that there was a release by 
the Commerce Department that I just happened to notice on the way 
down, that said that inflation cost us $13 billion this year. 

Mr. Yates. Mr. Martin, I thought that your Board had concluded 
that inflation was not still ahead of you when it came to the conclu- 
sion that it should vary its rediscount rate. Now you say you don’t 
know. Does this mean you don’t agree with the action of your 
Board ? 

Mr. Martin. Now let me try to make this clear, because I think 
this is very important. 

The Board, in making its signal, stated that at the moment infla- 
tionary pressures were abating. Now, that is at the moment. This 
is a time element. That doesn’t say they won’t recur again, that 
doesn’t say that deflation is the order of the day. That is the best I 
can do with that, because I think you can see what I am driving at 
there. 

Mr. Yates. I am afraid I can, because, after all, all decisions are 
made on a momentary basis; are they not? 

Next month, for example, you may decide the inflationary trends 
are back again, or you may decide that the inflationary trends have 
been completely dissipated, and that you face a deflationary trend. 

As a matter of fact, Mr. Hayes, in response to a question I asked, 
thought we were in an extremely critical period at the moment, and 
we would either move further into an inflationary period or move 
forward. Do you agree with Mr. Hayes’ conclusion ? 

Mr. Martin. I don’t know what Mr. Hayes said, and I am not 
going to interpret what he said.. I am not going to make any com- 
ment or prediction about the business future. 

Mr. Yates. Do you agree with the action taken by the Federal 
Reserve Board ? 

Mr. Martin. We wouldn’t have taken it if I didn’t. I don’t say 
“T.” Let’s put it this way. I voted for it. The Federal Reserve 
Board has to approve the action, and all I was trying to say there 
was not that I did it. 

Mr. Yates. I must confess the first impression I had was that if 
you didn’t want it to be so, the Board wouldn’t have voted it. 

Mr. Marttn. Not necessarily. I am 1 man of a 7-man Board, and 
the Board could outvote me at any time. One of the safeguards 
and one of the wise things I think in this system is that whether it 
is Mr. Martin or Mr. Hayes or any of the presidents you had up 
here—— 

Mr. Yates. I note in a newspaper item that the President, Mr. 
Anderson, Mr. Hauge, Mr. Saulnier, and yourself met at the White 
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House on November 12. Is there any relationship between that 
meeting and the change of rate ? 

Mr. Martin. Get the chronology on this, Mr. Yates. Let me tell 
you about that committee. That is not a decision-making commit- 
tee. That committee is for interchange of information between the 
various people interested in the economy. There is no agenda, no 
decision 1s reached. 

The Federal Reserve System, the 12 bank presidents and the 
Board of Governors met on the morning of November the 12th, and 
they reviewed all aspects of this problem. I then conveyed to the 
meeting at the White House that afternoon the sense of that par- 
ticular meeting held earlier at the Federal Reserve Building. 

Now the action that was taken by the Federal Reserve was taken 
by the Federal Reserve on the basis of its judgment. That subse- 
quent meeting at the White House was a meeting for interchange 
of information, and I found these meetings extremely helpful and 
extremely valuable, because it gives a place where we can exchange 
ideas and views. 

The Cuarrman. Mr. Yates, would you yield for one observation? 

Mr. Yates. I was going to ask one more question. 

The CuatrmMan. This is right in connection with that. Isn’t it a 
fact. that this is the first time there has ever been an overall co- 
ordinating committee on which serves the Chairman of the Federal 
Reserve Board, the Secretary of the Treasury, and the President 
of the United States? It is the first time that ever happened, isn’t 
it, Mr. Martin ? 

Mr. Martin. To my knowledge it is, and I think it is a very de- 
sirable development. 

The Cuateman, [think it is wonderful. I think it is fine. 

Mr. Martin. I want to make clear though, Mr. Patman, that be- 
fore the establishment of this committee, which was on the sug- 
gestion of Secretary Anderson, I think a very wise suggestion, that I 
always endeavored to keep all these people informed. 

The Cuatrman. You have had only two meetings, have you ? 

Mr. Martin. Of this committee. 

The CHatrMan. One each month for 2 months. 

Mr. Martin. That’s right. It isa new operation. 

Mr. Yates. Is the information which is developed at meetings of 
this type transferred to the Board room? Do you tell the board 
what occurs? 

Mr. Marttn. I do not. 

The CuatrMan. Mr. Seely-Brown I believe is next. 

Mr. Seeny-Brown. Mr. Martin, isn’t it true that when the entire 
Federal Reserve System was established that every effort was made to 
give you a degree of independence, which is quite different from the 
lack of independence, if you will, that many of the agencies in the 
executive department have? 

Mr. Martin. That is correct. 

Mr. Sreety-Brown. In other words, every effort was made to re- 
move, as far as possible, the entire Board from political pressures and 
pressures of that nature. Your job is primarly to aid the growth and 
stability of our country. 

In view of the fact that you have, if you will, a control of the entire 
monetary system under which we operate, as you aid the growth and 
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stability of our country, you are actually aiding the growth and, if 
you will, the individual stability of every individual - person in our 
country, ‘whether he is a businessman, doctor, lawyer, or professional 
man, in any capacity whatsoever. 

Mr. Martin. That is correct. 

Mr. Srety-Brown. I think we should emphasize that, as any bank 
does i in any community. It is not only a business venture in one sense, 
but it is a very stable influence in our entire economy, which makes 
our growth and expansion possible. 

Is it not also true that you are, in a way, a doctor, and you have to 
check the patient every day and every 14 days. Sometimes the patient 
develops a temperature, and you give him a certain kind of a pill. 
At certain times a patient may show other symptoms, and you use 
another pill. As any doctor, you have to use your best judgment on 
the basis of the best information that is available to you, is that 
not so? 

Mr. Marrrn. That is correct. 

Mr. Srety-Brown. And your action the other day was because you 
felt that the patient, at this moment, needed a certain kind of a pill. 

Mr. Martin. That is correct. 

Mr. Sreiy-Brown. By the same token you are not sure what the 
patient’s position is going to be, or you are not even sure how he is 
going to react to that pill ? 

Mr. Martin. That is correct. 

Mr. Seery-Brown. I am sure your pill box has other medicine avail- 
able, if other medicine is necessary. I think that is important that 
we bring that out. 

By the same token, don’t you also agree, sir, that sometimes you can 
talk yourself into trouble by hammering away at this fear of things 
to come, is that not so, from your own broad exper lence in any finan- 
cial matters ? 

Mr. Marrtrn. It is, indeed, and I hope you won’t mind, Mr. Patman, 
my saying that is why I questioned that fire-cracker illustration on 
the popping of small business. 

Mr. Seeiy-Brown. That is why I asked the question I did. Thank 
you. 

The Cuatrman. Mr. Multer. 

Mr. Mutter. Mr. Martin, I think you have heard me say in this 
very room, many times, it doesn’t matter so far as I am concerned, 
who the personalities may be in the position of the President of the 
United States, the Chairman of the Federal Reserve Board, or the 
Office of the Secretary of the Treasury. I think it is important that 
they should consult together on these debt-management matters and 
monetary policies. Unless they do, we can’t go forward as we should, 
and we can’t stabilize our economy. 

The other day when Mr. Hayes, the president of the New York Fed- 
eral Reserve bank, was here, I asked him some questions, and one of 
the newspapers said that I charged the cut in the discount rate was 
intended to put the banks in a position to take up the country’s 
Treasury financing. 

Mr. Hayes said that was not so. I wasn’t trying to make any 
charge. I was trying to pay a compliment to the Treasury Depart- 
ment and the Federal Reserve Board for having gotten together and 
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done something constructive to bring down the cost of financing to 
the United States Government. 

Isn’t that one of the effects of your reduction in the rediscount rate? 
That is became cheaper to sell those notes and certificates that were 
then issued, after the cut in the rediscount rate. 

Mr. Martin. You probably have seen what transpired in the Gov- 
ernment securities market. 

Mr. Motrer. The fact is that that financing by the United States 
Government was at a lower rate than the last financing. 

Mr. Martin. That is correct. 

Mr. Mutrer. Now in all fairness, was that not one of the things 
that was considered in your conferences, in your Board meetings, and 
in your meetings with the Treasury Department ? 

Mr. Martin. We always, Mr. Multer, as I have repeatedly pointed 
out, consider the needs and the requirements of the Treasury. I would 
like to point out that was not a controlling consideration in this 
instance. 

Mr. Mutter. I think the point has been made, possibly overstressed, 
that increases in the rediscount rate over the last 2 or 3 years were 
mainly anti-inflationary. Now if it was intended to be that way, then 
it should have cut down on the amount of borrowing from the banks; 
isn’t that right ? 

Mr. Martin. No, Mr. Multer, that is this problem of the demand 
for credit. Rising interest rates are not a sign of bad business. 
They are a response to an efficiency of savings against the demand 
for long-term credit. 

We found a situation about a year ago, when we were discussing 
this, where short-term bank capital was being used in many instances 
for long-term purposes, and I think against a demand of that sort, it’s 
only natural that interest rates rise. 

Now the idea that so many people have that the Federal Reserve, 
by just pushing a button can up the interest rate or lower it, is not so. 
It may be one of the influencing factors in the economy, but it always 
has to be weighted against the demand for credit. 

You can make money so easy that it is running out of everybody’s 
ears, and that doesn’t mean that people want to borrow it unless they 

can see an opportunity to make a profit on it. And you can likewise 
have interest rates going up and people need money for opportunities 
that they see, and they are willing to pay the higher rates. 

Now money in that sense, is like any other commodity, and unless 
you permit it to adjust itself according to the forces of supply and 
demand, you are, in my judgment, needlessly stifling one of the im- 
portant governors that we have in our business mec hanism. 

Mr. Murer. Do you agree with the banker who is quoted in the 
newspapers as having said that a cut in the rediscount rate will not 

‘ause his bank or any other bank to cut the interest rate to their 
cenutioneee’ 

Mr. Marrin. That is a decision for him to make. I won’t make any 
comment on his statement. That will have to be related to his 
situation. 

Mr. Mutter. That would put his bank and every other bank, if it 
follows that procedure, in the position of making that much more 
profit for their bank because of the cut in the rediscount rate. 
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Mr. Martin. I don’t think that is logical, Mr. Multer. I don’t see 
why a change in the discount rate is going to affect that banker, as you 
quote him, one way or the other. He has to determine supply and 
demand for credit and what he is going to charge for it. 

Mr. Mutter. He is charging 4 percent, 4.5 percent for prime loans 
today up to 6 percent on loans that are not so prime, and he is borrow- 
ing, and that is what he pays the rediscount rate for. The rediscount 
rate is what he pays for his borrowing from the Federal Reserve bank. 

If he can now borrow at 3 instead of 3.5, he is making an extra half 
percent; isn’t he? 

Mr. Martrn. If he wants to borrow and put it out that way, that is 
a judgment for him. 

Mr. Muurer. When he has used up his depositors’ money, the only 
other place he can get any more money is by going to the Federal Re- 
serve bank and borrowing there. 

Mr. Marttn. He has to gage the supply and demand factors as to 
what is coming into his bank. 

Mr. Motrer. I may be mistaken, but I thought throughout most of 
the Banking and Currency Committee hearings, we had been told 
repeatedly the reason for raising the rediscount rate was to stem the 
demand for loans. 

Whether we were told that or not, the fact is I think we have agreed 
that there has been no decrease in the amount of borrowing, each time 
you raised the rediscount rate. 

Mr. Martin. The demand for credit has been very strong. If the 
discount rate had not been permitted to move, it would have been even 
stronger, in my judgment. You are talking now about levels. 

Mr. Motrer. Is it anticipated that with the decrease in the redis- 
count rate, there will be any greater or lesser demand for money ? 

Mr. Martin. I won’t make any comment on the course of future 
events. I am not going to forecast business or business loans. I am 
not prepared to do that. I don’t know what the course is going to be, 
but we are going to be alert and alive to it, and watch it as carefully 
as we can. 

Mr. Motrer. Have you consulted or was the Board consulted in con- 
nection with the last FNMA offering of bonds at 47% percent? 

Mr. Martin. The Board always—not the Board as a whole, but I 
always—consult with the Treasury on all of their problems and give 
them the best advice that I can at any time. But it is their responsi- 
bility, and it is their judgment that controls. We do everything—— 

Mr. Mutter. If the rediscount rate had been lowered prior to that 
offering on November 8, that offering would have been at a rate a lot 
less than 47% percent, would it not? 

Mr. Martrn. It might or might not. You have to evaluate condi- 
tions at any given point, and, as I said, we always take into considera- 
tion the needs and requirements of the Treasury, but that is not our 
controlling reason, and we are not there to set any specific rate at any 
time to make it either easier for the Treasury to borrow or more diffi- 
cult for the Treasury to borrow. Our objective is growth and stability 
in the economy. 

Mr. Mouurer. The chronology, as I remember it, is something as 
follows: On November 12 there was this conference, a meeting of the 
overall committee. On the same day there was a postponement of the 
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proposed Treasury financing. On November 14 there was the lower- 
ing of the rediscount rate, followed by the Treasury financing. Is 
that the time sequence ? 

Mr. Martin. The chronology there, Mr. Multer, was that the Fed- 
eral Reserve had a meeting on the morning of the 12th. I informed 
the Secretary of the Treasury, as I always do, of the various viewpoints 
expressed, and of the situation that was developing, and he had to 
make up his mind as to when and how he wanted to make his offer. 
On Thursday, the 14th, after the Federal Reserve’s discount action 
was announced, Secretary Anderson announced pea of the 
Treasury offering to the next day. He decided, and, I think, quite 
wisely, to give everybody a clean sheet with respect to the offering. 

Mr. Murer. And he then postponed his offering ? 

Mr. Martin. Well, in the light of the action that we took, he thought 
it might be desirable for everybody from one end of the country to 
the other to have an opportunity to know it. This was so that all of 
the cards would be on the table, and I think a very correct procedure. 

Mr. Muurer. That brings me to another point. You emphasize the 
national interest and giving everybody the opportunity from one end 
of the country to the other. 

When the members of the four Federal Reserve banks were before 
this committee, they, too, agreed that the national interest, rather than 
sectional interest, is paramount. The statute in so many words re- 
quires that your Board administer your affairs fairly and impartially 
and without discrimination in favor of or against any member bank 
or banks. 

Yet we have a difference in rediscount rate in the four districts, and 
then the fifth district, and now you indicate the sixth district, and there 
are still six districts at the higher rate. Where is the impartial admin- 
istration ? 

Mr. Martin. Mr. Multer, we have been over that many times. If 
you want to have one central person, if you want to give me the author- 
ity to just set it all over the country, why, that is an entirely different 
concept than we operate under today. We have regional differences. 
We have different conditions in different localities. There is no dis- 
crimination involved in differences in judgment. 

Mr. Mutter. I will agree with you that there may be occasions when 
there is a reason why the rates should be different in one locality than 
in another. 

But when the agreement is that there is no reason for such differ- 
ences, that everything is the same, that conditions are the same through- 
out the country from one end to the other, and when the statute im- 
poses on the Board the duty to do that, I don’t see where you get the 
right, except in an emergency, to have different rates in different parts 
of the country. 

Mr. Martin, All I can say there, and I say this in the same friendly 
spirit that you always have in these discussions, that if you were a 
member of the Board and had our discussion, you might not take that 
view. That is just a matter of judgment that is within our preroga- 
tive to determine. If we agreed with you on that, why we might have 
exercised the authority. 

Mr. Muurer. You do have the authority to 

Mr. Martin. I might point out that I have just gotten a note Kan- 
sas City, Minneapolis, and Philadelphia did reduce today. 


98956—57—pt. 1——_23 








350 PROBLEMS OF SMALL-BUSINESS FINANCING 


Mr. Muurer. I was just about to say—correct me if I am wrong— 
that the Board of Governors is the one that fixes the rediscount rate, 
The Federal Reserve bank in any district may recommend it. 

Mr. Martin. That’s right. 

Mr. Moutrer. But the Board must do it. 

Mr. Martin. The Board has approved this. 

Mr. Mutter. The Board has approved this? 

Mr. Martin. That is right. 

Mr. Mutter. Does the Board have to wait for a recommendation 
from each district before it acts in these matters ? 

Mr. Martin. It does not have to, but I have indicated that our pres- 
ent policy is to do that. 

Mr. Moutrer. Don’t you think that the policy should be uniform in 
matters of this kind ? 

Mr. Martin. No. 

Mr. Mouurer. When you take action of this kind, should it not be 
uniform throughout the country ? 

Mr. Martin. No; I think that the system is operating quite properly 
on this. It is, however, a matter of judgment, and I think it is within 
our discretion under the law. I think we should administer the law 
as we see it, 

Mr. Mutter. I suppose that also brings into play the discussions 
you and I have had so often about central Reserve cities and Reserve 
cities, 

Mr. Marrtrn. It does indeed. 

Mr. Motrter. Mr. Patman has just very pointedly shown how, in 
your California district, they made close to $11 million, the Federal 

eserve bank, in 1 year, last year. New York only made 13. Why 
this distinction as to reserve requirements between the two districts? 

Mr. Martrn. I have nothing to add to what I have repeatedly said, 
Mr. Multer, that we are constantly studying this reserve-requirement 
problem. 

Mr. Mouurrr. May I good-naturedly say please do not study this 
to death. 

Mr. Martin. You have good-naturedly said that many times. 

Mr. Mutter. There is one other subject I would like to touch upon 
briefly, Mr. Martin. Before the lowering of the rediscount rate, for 
ernment bonds were selling as lew as 86: am I right? 

Mr. Martin. I haven’t got the table in front of me, but that is 
approximately correct. 

Mr. Mutrer. After the lowering of the rediscount rate, they have 
gone to par and above par; am [ right? 

Mr. Martin. There are many that are not at par. 

Mr. Mutter. Very close to it? What about those that were selling 
at around 86? Aren’t they very close to par now? 

Mr. Martin. I think they are about 90. The two and a half per- 
cent bonds of 1967-72, for example, Mr. Multer, are of 89124. bid and 
89184, asked. This is the latest quotation we have. 

Mr. Mutter. Since the change in the rediscount rate, by lowering 
it, there has been an appreciation in the market price of those values 
anywhere from $3 to $7; am I not right ? 

Mr. Martin. There has been an adjustment in the market deter- 
mined by market forces. 

Mr. Mutter. Somebody has had a windfall. 
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Mr. McCutxiocu. Do you mean $3 to $7 on a hundred or 3 to 7 points 
as we speak of points in the bond market ? ' 

Mr. Mase. It is 3 to7 points that we are talking about, not thirty- 
seconds. 

Mr. McCutiocu. Not $3 to $7 on a hundred since last Thursday ? 
Has there been that increase? 

Mr. Marvin. They tell me $3 is about the maximum, Mr. McCulloch. 

Mr. Mutrer. Those that were selling at $86 are selling at 89 or 90. 

Mr. Martin. That is right. 

Mr. Mutrer. Those that were selling at about 90 are selling at about 
97 or 98. 

Mr. Martin. Mr. Young, do you have the figure? 

(Mr. Young later reported that bonds selling about 90 just before 
the discount-rate action were selling between 9114 and 9214 currently.) 

Mr. Mutter. Subject to correction, it is’ dollars, not points. My 
thinking is somebody has had a windfall. 

Mr, Martin. A good many people had the reverse of a windfall over 
a prior. period of time also. This is not a one-way street. This isa 
marketable thing. ‘These are marketable securities. 

Mr. Murer. I have in mind those who I understand did a lot 
of buying and selling of bonds the very day you made your 
announcement. 

Mr. Marin. All I can say, Mr. Multer, I haven’t followed the 
market very carefully, but I know of no leak on our action. I think 
that the action was made in a perfectly straightforward way, and that 
there was no leak so far as I know anyplace in. the country. 

There were people that may have guessed or may have had ideas 
or one thing and another, but there was no leak on our action at all, 
and I am rather proud of that. 

Mr. Murer. I am making no accusation. 

Mr. Martin. No, no, I didn’t mean that you were. I just wanted 
to make that point clear, because adjustments in the market, I think 
it is very important that—— 

Mr. Muvrer. There was a lot of activity that afternoon, certainly 
in the New York market, in the New York bond market. It started 
very weak in the morning and wound up in the evening very strong. 
There was a lot of buying after market hours. 

Mr. Martin. The announcement came out I think at 4:30. That is 
my understanding. 

Mr. Muurer. The New York market closes at 3 : 30. 

Mr. Martin. 3: 30, that’s right. 

Mr. Muurer. The San Francisco market was not closed until much 
later New York time. 

Does the Federal Reserve Board receive and keep a fairly accurate 
record of the sales and purchases of Government bonds? Do you have 
daily reports on that ? 

Mr. Marrin. Our open-market account—our desk in New York 
keeps a record of their transactions, of course, and keeps a board on 
which quotations are posted, based on the latest in the street. I 
we i some of your men, Mr. Patman, had an opportunity to visit 
there. 


The CuatrMan. We have those records now since the accord in 
March 1951. 








352 PROBLEMS OF SMALL-BUSINESS FINANCING 


ae Motrer. Those records are not open to public inspection, are 
they ¢ 

The Cuamman. Neither are the ones I referred to. The Banking 
and Currency Committee received them for my inspection. They were 
secured from the Board at my request. 

Mr. Mutter. Just one other thing, Mr. Martin. 

Does the Federal Reserve Board keep a file of the speeches which 
you and the presidents of the various banks make, public speeches 
you make from time to time? 

Mr. Martin. I am afraid they do, Mr. Multer. 

Mr. Mutter. I would like to have, if you will, sent to me a copy of 
the speeches that were made, public speeches that were made by your- 
self and each of the presidents of the Federal Reserve banks since the 
first of the year. 

Mr. Martin. Let me just make this point. I have made a great 
many talks without a manuscript, and in most instances there is a 
transcript, but that type of thing—I mean, you have a small group; 
it is just like the transcript here. All formal speeches, of course we 
have a file, and I would be glad to get those for you, but I don’t 
have—— 

Mr. Mouurer. Whatever you can do conveniently. 

Mr. Martin. Yes, I will be very glad to. 

Mr. Mutter. I don’t want you to transcribe anything that hasn’t 
been transcribed, or try to reconstruct a speech that you made. 

Thank you, Mr. Chairman. 

Thank you, Mr. Martin. 

The Cuarmman. Judge McCulloch. 

Mr. McCuttocn. I have no questions to ask, Mr. Chairman, but I 
wish to have the record show that I do not feel the pessimism that has 
been indicated on the part of some of the members of the committee, 
or even some of the witnesses that we have heard in the last 3 or 4 
days, and I would not want this committee to adjourn today without 
making that statement. 

I heartily join in the statement of my colleague, Mr. Seely-Brown, 
and with you, Mr. Martin. 

Mr. Martin. And I want to make clear I am not a pessimist, either, 
Mr. McCulloch. 

Mr. McCuttocn. No; I indicated that as I made my statement. 

The Cuarrman. I am optimistic because I believe you will follow 
through on this easier money policy. 

Mr. Brown? 

Mr. Brown. Mr. Martin, I have long had a genuine respect for your 
organization, and for you, sir. I have read many, many thousands 

‘of words that you have spoken and written, and I need some informa- 
tion right here in connection with this study, and I know you can sup- 


ly it. 

F Son state, and I have always interpreted it this way, that the Fed- 
eral Reserve’s responsibility is primarily for relating the availability 
of bank credit to the needs of sustainable growth of the economy. 
Now, you mean by that, the wholeeconomy? _ 

Mr. Martin. The whole economy, yes. 

Mr. Brown. In its overall picture ? 

Mr. Martin. That is right, Mr. Brown. 
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Mr. Brown. Is it not true that even in a period when the whole 
economy is generally ererees that there can be certain segments of 
the economy that can be going backward in its relative position, rather 
than forward ? 

Mr. Martin. That is correct. 

Mr. Brown. Would you say that during the last 6 years, that gen- 
erally most elements of the economy have been going forward, but the 
farm picture, for instance, has been going backward ? 

Mr. Martin. There have been ups and downs; right. 

Mr. Brown. I tabulated it just the other night, and every year, 
1952 over 1951; 1953 over 1952; 1954 over 1953, net farm income 
showed a minus sign each year. Is that generally the way you in- 
terpret it ? 

Mr. Martin. I think that is right. 

Mr. Brown. So in one way of speaking, while there have been tre- 
mendous inflationary pressures, those pressures would have been much 
greater if farm income had maintained its relative position; is that 
correct ¢ 

Mr. Martin. That is correct, and one of the things that worried 
us in 1955 was that the stability in farm income we were getting from 
the middle of the year on was arrived at in part from increases in 
prices of manufactured goods and of other items that went into farm- 
ing, while farm prices were declining, so that the net income position 
looked more stable than it really was. 

Mr. Brown. In other words, in a very real sense the farmers were 
subsidizing the whole economy there for a while? 

Mr. Martin. Well, they were in imbalance in the economy because 
on their supply and demand situation the pressure was down, you see, 
and that disturbed me. I think we had a pretty good record of sta- 
bility up to about the middle of 1955, but I don’t think it is very good 
stability to have just a balancing operation for some parts of the 
economy. 

Mr. Ridin: Now, Mr. Martin, right along that line, we are con- 
cerned here with these studies with another segment of the econom 
that appears to be declining in its relative position, and that is sma 
business. 

Every study that I have seen shows that more and more business in 
retailing, for example, is being done by the largest firms, less and 
less is being done by the smallest or smaller firms. 

Is it your impression that that is probably true? 

Mr. Martin. I am not deenared to say on it, Mr. Brown. I have 
been struck, as I pointed out, with the fact that there have been indi- 
cations that some small businesses have prospered and others haven’t, 
ina givenarea. If one divides the overall credit total between the dif- 
ferent size segments of business, one finds that all segments have shared 
in its growth. 

One of the reasons that we want to have this projected study, and 
really attempt the case study approach, is to try to determine accu- 
rately whether smaller business suffers real financial disadvantages, 
because I am just not sure. 

I have been on both sides of the fence. Once or twice I was con- 
vinced that was so, and once or twice I have doubted it very seriously. 

Mr. Brown. I am awaiting your study to substantiate these im- 
pressions. 
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Now, for instance, to go further on the capital problem, I differen- 
tiate between capital and credit 

Mr. Martin. And very rightly so. 

Mr. Brown (continuing). In asmall business. 

Is it not true that your primary responsibility at the Federal Re- 
serve System and the primary responsibility of the member banks is 
to fill the short-term credit needs of the business community ? 

Mr. Martin. That is right. 

Mr. Brown. Primarily? 

Mr. Martin. That is right. 

Mr. Brown. And under the banking laws, the banks are more or 
less restricted to that need ; is that right ? 

Mr. Martin. Well, and they should be—— 

Mr. Brown. Yes. 

Pea Martin (continuing). Because your deposits and mine are 
there. 

Mr. Brown. Yes, sir; and I don’t want it changed in any way. 

Mr. Martin. Right. 

Mr. Brown. But that might leave a gap in our financial setup that 
would present a need that would have to be filled; is that not correct? 

Mr. Martin. That is right, and that is why I pointed out in this 
statement that it is the institutional relationships that I think we 
ought to concentrate on, because if those institutional relationships are 
such that on the basis of equity this capital isn’t available out of the 
supply of savings, which is the only way we can finance long-term 
capital projects soundly, then something probably should be done 
about it. 

Mr, Brown. Having eliminated the banks from the potential sources 
for long-term and risk venture capital, we turn then to the insurance 
companies. 

The insurance companies made a wonderful study for this commit- 
tee, and I read it very carefully, and I was alarmed—that is the 
word “alarmed”—to see that of the total loans made to business by the 
insurance companies, that less than 6 percent were for new plant and 
equipment to small concerns. 

As you stated, we have been in a period of a construction boom, new 
plant and equipment. Does that figure surprise you, Mr. Martin? 

Mr. Martin. Offhand it does, Mr. Brown. 

Mr. Brown. It surprised me tremendously. Then when you leave 
the insurance companies, then there is the Small Business Administra- 
tion as a potential source for medium-range term loans. 

Well, you put down what they have loaned to businesses alongside 
the total expenditures for plant and equipment the last 3 years, and 
if Pep reeny seven one-hundredths of 1 percent, a real drop in the 

ucket. 

Obviously, in years gone by much of the expansion capital for 
small business came from retained earnings, didn’t it, Mr. Martin? 

Mr. Martin. I think so. 

Mr. Brown. Many of the businesses that are large today grew and 
expanded out of their retained earnings; is that correct ? 

Mr. Martin. That is right. 

Mr. Brown. Since the oncoming of higher taxes on business, that 
has served to make that source less and less all the time, has it not, sir? 
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Mr. Marttn. It has made it very difficult. I have seen a number 
of cases where the tax burden has been almost eer 

Mr. Brown. Would that not be a factor in some of these figures that 
I referred to, where larger concerns would be doing more of the 
volume than smaller concerns? 

Mr. Martin. It very well could be. 

Mr. Brown. Another factor might be that years ago it was possible 
for local people who had savings to invest it in some young man or 
some new concern on Main Street, but in recent years there has been 
tremendous advertising campaigns and tremendous education toward 
investing more in blue-chip stocks, and so forth. Would you say that 
that has been a factor ? 

Mr. Martin. Yes, and an institutionalizing of investment in a way 
that you didn’t have. 

Mr. Brown. So there again we see that maybe the small concern, 
ponding the results of your report, has had those sources dry up on 

im, so to speak. 

Mr. Martin. That is right, and, on that point, I used to be a small- 
investment man a good many years ago. 1 used to go out and pound 
the street constantly to get capital. That charge is a very difficult 
thing to evaluate because unquestionably you have better and more 
stable profits involved in the larger operations. 

I used to have a list of maybe 20 or 30 people that I would go 
and call on and try to get them to put up small amounts into some- 
thing. There isn’t nearly as much of that done today as was done 25 
years ago. 

Mr. Brown. Another thing along that line. If a new idea or a 
new method or a new technique comes along, usually it is individuals 
who develop it, not companies as such. It is individuals. 

If the man is small, he can’t run to an investment bank and get 
the ready financing, the quick financing required sometimes to put 
over a proposition, can he, Mr. Martin ? 

Mr. Marrin. There is no question about it. He has a difficult 
operation. 

Mr. Brown. And the big concern does have ready access to sources 
that can get the capital rapidly. 

Mr. Martin. It has readier access. 

Mr. Brown. Yes, sir. Now that is why we are quite intrigued 
here with this idea of the capital bank. Obviously, if it dealt in 
long-term capital and in equity capital, it would not compete with 
the commercial banks, would it, Mr. Martin? 

When we come to getting the money, though, to get the ball roll- 
ing, to start the thing in a different direction, we are always running 
up against the problem that is prevalent these days, in this emer- 
gency, of the overall budget picture. 

That is why we were interested in the idea of the possibility of 
tapping these earned surplus funds of the Federal Reserve System. 

I would be the last person in the world to want to jeopardize any- 
thing about your operation or the economy, but I wonder if we could 
have in the record right now, if you have it with you, the ratio of 
that reserve fund 10 years ago, the earned surplus fund, to the ex- 
penses of the Federal Reserve System that theoretically they are 
supposed to cover. 
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Mr, Martin. Why don’t you let me analyze that and send it to you 
for the record. Would that be agreeable? 
(The information follows :) 


Ratio of earned surplus fund to expenses of the Federal Reserve System 










































Surplus Current Ratio of Surplus Current Ratio of 
(sec. 7) expenses surplus to || (sec. 7) expenses | surplus to 
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Mr. Brown. It would be fine, Mr. Chairman, if without objection 
we could have the ratio, you see, of these earned surpluses to the needs 
of the Federal Reserve. 

As Mr. Young pointed out, they were used one time back in the 
twenties. 

Mr. Youna. The twenties and thirties, 1922, 1924, 1930, 1931, and 
1933. 

The Cuatrman. What page is that on, Mr. Young? 

Mr. Youna. Page 82 of the 1956 annual report of the Board of 
Governors. 

Mr. Martin. Why don’t we make an analysis of it for you? 

(For the information referred to, see pp. 359, 360 of this hearing.) 

Mr. Brown. That would be fine. Otth and, could you tell me, Mr. 
Young, whether that earned surplus account has grown steadily 
through the years. Has it? 

Mr. Youn. Oh, yes. 

Mr. Brown. Has ‘t grown disproportionately the last 10 years than 
it did in the 10 years prior to that, just from a quick analysis? 

Mr. Youne. Yes; I believe so. 

Mr. Brown. Now, ina very real sense, Mr. Martin, while I respect 
your zealousness in being interested in the Federal Reserve System, is 
that not really an earning of the United States Government, in that 
the United States Government owns the Federal Reserve System ? 

Mr. Martin. If we had to liquidate, it would return to the Govern- 
ment; yes, indeed, Mr. Brown, in that sense. 

Mr. Brown. And yet as I got it, really the only objection that you 
have mentioned so far is to. point out that to utilize any of these 
funds for the purpose of creating or starting the capital bank idea 
would set a dangerous precedent, is that not what you said ? 


























PROBLEMS OF SMALL-BUSINESS FINANCING 357 


Mr. Martin. Well, it would set a dangerous precedent, and I tried 
to be very honest in answer to a question over here. Those are high- 
powered dollars. If you took the money from our current earnings, 
you see, as distinct from the surplus, it wouldn’t have quite the same 
inflationary impact on the economy. 

But even having said that, we could offset it; I mean if the amount 
is small, the offset in the money stream could be accomplished so that 
I couldn’t make a convincing case against taking a little to myself 
or anyone else. ‘ 

Mr. Brown. In other words, in a small amount the inflationary 
pressure would not be too great. 

Mr. Marrrn. It could be adjusted, you see, very quickly by other 
means. 

Mr. Brown. Now if we turn down the idea solely on the idea that 
it would be setting a dangerous precedent, to me that would be like 
saying no one should light a match because some people who play 
with fire burn down houses. 

This is my first term in the Congress, Mr. Martin, and I have 
much more of a wholesome respect for the Members of Congress and 
the representatives of the people than to think that they would set a 
dangerous precedent and then go tapping that fund every time they 
turned around. I don’t believe they would. Do you think they 
would ? 

Mr. Martin. I think that this precedent is something that has to 
be considered, Mr. Brown. I wouldn’t impugn anybody, but I have 
been dealing with this money factor for quite a while, and I have seen 
a great many things that started with “You are not going to go any 
further,” and I have seen it roll awfully fast. 

Mr. Brown. With due respect, sir, I believe you ought to be a 
Member of Congress. The pressures are really great. I learned early 
here that if you can’t stand the heat, get out of the kitchen. But I 
think that if we turn it down solely on that basis, we would be like 
saying, “Don’t light the match because that will teach you to be an 
arsonist.” 

Actually, it might be well, you say, that the needs of small business 
through this emergency especially, when we are spending billions of 
dollars, dumping them into the economy for defense purposes that 
are highly inflationary, maybe that that segment of the economy needs 
the shot in the arm, and perhaps the best source for getting the money 
to start it might be from the good Samaritan, the Federal Reserve 
System. 

Mr. Martin. I want to make just one comment on that. I think you 
are quite persuasive on that. 

If it is deemed that it is essential to do this, and that this is the 
correct way to finance it, I think you must not overlook the fact that 
the ideal way would be to have your development corporation or cap- 
ital bank or whatever it is financed out of private funds. 

Mr. Brown. Mr. Martin, let me say you haven’t been here for the 
discussions, but I have insisted all along that this must be private 
money. But sometimes you have to start the ball rolling, just as the 
Government had to start the Federal Reserve System originally and 
the FDIC. 
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Incidentally now, speaking of the reserves, and so forth, we have 
covered everything else, actually, isn’t it just the credit of the United 
States Government and the confidence of the United States Govern- 
ment that backs up the FDIC? Would the reserves even begin to 
cover major bank failures ? 

The Cuarmman. Will you yield for a suggestion? The FDIC has 
$1.41 to cover every $100, according to the report for the end of 1956. 

Mr. Martrn. I think you ought to have someone from the FDIC 
to explain their operations. 

The Cuarrman. I am sure that is a correct figure. 

Mr. Brown. Though actually while this earned surplus account is 
something that does have importance, I am sure, actually if it were in 
the proper amount, discreetly, and if the need justified it, it might 
not be a bad source of getting money; would it, Mr. Martin? 

Mr. Marrttn. I can’t quarrel with that, but I make the point that 
you also brought out there, that that is true to our whole currency 
relationship, our gold to our Federal Reserve credit. 

Mr. Brown. Oh, yes. 

Mr. Martin. All the way through. 

Mr. Brown. I understand that. 

Mr. Martin. Right. 

Mr. Brown. Do you have any idea when this first report on the study 
that you are making will be available? 

Mr. Martin. Ralph, do the best you can with that. He has been 
working like a slave on this. 

Mr. Youne. We have said in the testimony, the chairman has said, 
that our target is to get it completed by early spring and have it avail- 
able. We will make it available to this committee and the other inter- 
ested committees as soon as it is completed. 

Mr. Brown. I will eagerly await it. 

Mr. Martin. I can assure you we are not dragging our feet on that. 

Mr. Brown. I understand that, it is a complicated job, but it is very 
worthwhile. Thank you. 

The CHarrman. Now would you mind giving a date in early 
spring? 

Mr. Mouurer. The spring of what year? 

Mr. Martin. We were hoping you would overlook that. 

Mr. Youne. You can’t ever date these things precisely. 

The Cuairman. March 1, is that early spring? 

Mr. Youna. March 1, I would call early spring. 

The Cuarrman. Will you accept that? 

Mr. Young. That is what we are shooting at. Whether we will hit 
it right on the nose, we will have to wait and see. 

The Cuarrman. I think we ought to insert in the record the two 
pages from the Annual Report of the Board of Governors of the Fed- 
eral Reserve System. I ask permission to do that. 

Without objection, it will be done. 

(The matter referred to is as follows :) 
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The Cuatrman. Mr. Martin, on this refunding issue announced 
last Monday, I believe a half billion dollars of it was long-term 
bonds, and $1 billion of it was 5-year notes, $10 billion of it was 
l-year certificates, and the Federal Reserve System holds 

Mr. Martin. Nearly $8 billion of that. 

The Cuarrman. You hold $8 billion ? 

Mr. Martin. Nearly. 

The CuHarrman. Now those certificates vary up to 25¢ percent; 
don’t they ? 

Mr. Martin. Three and five-eighths; isn’t it? 

The CHarrman. You will get 334 percent in return for them; 
won't you? 

Mr. Martin. We will. 

The CuHarrman. That is a difference of one-eighth of 1 percent; 
isn’t it? 

Mr. Martin. That is correct. 

The Cuatrman. Now, on $8 billion, 1 percent would be $80 million ; 
wouldn’t it? 

Mr. Martin. That is correct. 

The Cuarrman. And one-eighth would be $10 million. 

Mr. Martin. I think that’s r right. 

The CHarrmMan. So you are making $10 million a year on that 
exchange. That would be enough to capitalize one of these banks, 
the profits on one transaction. 

Mr. Martin, since you testified carrying out the resolution of the 
Board again: t the Sparkman bill in the Senate, I am not discouraged. 
I feel like that you had a different proposition to consider, because 
it involved raising the money and interest rates and the debt ceiling 
and budget and unbalancing the budget and all those questions. 

I can see where you would be against that bill, and maybe not be 
against the bill that I have suggested, and would you mind taking 
up with your Board the proposition that I have submitted, and give 
it earnest, careful consideration { ¢ 

Mr. Marrrn. We will give it earnest, careful consideration. 

The CHatrman. Any “other questions, gentlemen? Thank you 
very much, Mr. Martin. You are always very helpful. 

Without objection, we will stand in recess until 10 o’clock tomorrow 
morning. 

(Thereupon, at 5:10 p. m., the committee adjourned until Friday, 
November 22, 1957, at 10 a. m.) 
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FRIDAY, NOVEMBER 22, 1957 


House or REPRESENTATIVES, 
Se.ect Committee To Conpuct a Stupy AND 
INVESTIGATION OF THE PROBLEMS OF SMALL BusrIngss, 
Washington, D. C. 

The committee met, pursuant to recess, at 10:10 a. m., in room 
1301, House Office Building, Hon. Wright Patman (chairman pre- 
siding. 

Present: Representatives Patman (chairman), Evins, Multer, 
Brown, Hill, RiehIman, Seely-Brown, and Hosmer. 

Also present: Bryan H. Jacques, staff director; Everette MacIn- 
tyre, general counsel; Wm. Summers Johnson, chief economist; Irv- 
ing Maness, assistant counsel; Clarence D. Everett, investigator ; 
and Victor P. Dalmas, adviser to the minority. 

The Cramrman. The committee will please come to order. 

Mr. McCormick, president of the American Stock Exchange. Mr. 
McCormick, if you are ready, we will just proceed. You have a pre- 
pared statement and we will proceed in any way that you desire. 

If you would like to read your statement or if you would like to 
discuss it or put it in the record, it is perfectly all right any way you 
want to do it. 


TESTIMONY OF EDWARD T. McCORMICK, PRESIDENT, AMERICAN 
STOCK EXCHANGE 


Mr. McCormick. Mr. Chairman, I would like to go through my 
statement orally, and, of course, I have copies available for the com- 
mittee. 

My name is Edward T. McCormick. I am president of the Amer- 
ican Stock Exchange in New York City. 

I want to thank you for this opportunity to appear before the com- 
mittee and express my views concerning the financing problems of 
small businesses. 

I have prepared a statement in response to the questions recently 
posed to me in a letter from you, Mr. Chairman. With your per- 
mission, I shall read this statement and then answer as best I can any 
further questions you may have. 

The first, question was as follows: What is the magnitude of the 
equity need of small businesses in America ¢ 

If we accept the definition of the Small Business Administration, 
which defines a small business as a retailer with annual sales of not 
more than $1 million, or a wholesaler with sales of $5 million or less 
or a manufacturer employing 250 persons or less, there are in the 
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United States 4,250,000 firms of which roundly 4 million are small 
to medium businesses. Of these 4 million small to medium business 
firms, 3.4 million in round numbers are unincorporated and some 
600,000 are incorporated. 

No figures are available, so far as I can determine, to reveal the 
actual magnitude of small business equity needs, but obviously these 
needs are substantial. Well over 95 percent of their capital needs, 
it is reported, have been met in the past through loans; probably not 
more than 2 or 3 percent through the s sale of equities. It is important 
that these equity needs be met and it is apparent that through your 
efforts and those of others increased attention is being given to the 

matter. 

At a meeting this year of the Young Presidents Associations, com- 
prised of men who head medium- sized and growing firms, the subject 
received commanding attention. At aconyention of the Bankers Asso- 
ciation of the State of New Jersey, which I attended, the matter was 
referred to, and at a meeting here last April 10 of the Washington 
Society of Investment Analysts, I touched upon the subject in a talk 
to the society. Various reports have been prepared by commercial 
bankers, investment bankers, and others, and are available to the 
committee. 

Question No. 2. What is the potential of the organized securities 

markets for chaneling equity capital funds for plant expansion, de- 
veloping new products, and reducing costs, for small and independent 
businesses ? 

In directing this question to me, I am assuming that by “organized 
securities markets” you are referring to stock exchanges. 

Exchange brokers as late as the period of the First World War 
provided the means for the distribution of the securities of new enter- 
prises. Today, however, exchanges do not perform original distribu- 
tion functions, but limit their activities to trading in outstanding 
securities and to spreading the ownership of these securities, through 
their nationwide facilities, among investors in our 48 States and in 
foreign countries. 

The work of primary distribution of new issues is carried on by 
underwriting syndicates in the over-the-counter market. After orig- 
inal distribution, the stocks may be listed for trading on an exchange. 

It is then the function of national securities exchanges to maintain 
close and continuous markets in the securities dealt in on the floor, 
and to keep the public currently informed as to such markets. The 
end purpose of this effort is to provide people with ready facilities 
for acquiring securities or, conversely, disposing at any time of securi- 
ties which they hold. 

This continuous close market, with its attendant stability, lends a 
greater collateral value to securities than they might otherwise have. 
The constant m: irketability and the increased collateral value of securi- 
ties dealt in on the floor of exchanges brings about a public acceptance 
of the shares of corporations so listed. 

Before stock is admitted to trading on any national exchange as a 
listed security, the issuer must not only satisfy the exchange itself 
that the company and the securities meet certain minimum standards, 
but the company must also comply with the registration requirements 

of the Securities and Exchange Commission. The registration re- 
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quirements of the Securities and Exchange Commission are identical 
for listings on all national securities exchanges, and call for informa- 
tion generally similar to that contained in the exchange’s own listing 
requirements. 

However, notwithstanding the similarity in the physical and me- 
chanical phases of listing and registration applications, there is some 
variation among exchanges in the requirements which must be met to 
qualify for listing. For example, the listing requirements of the 
American Stock Exchange differ from those of the New York Stock 
Exchange in the required size of the applicant corporation, its earn- 
ings record, extent of public distribution of securities, listing fees, and 
some other features. 

The New York Stock Exchange requires that the company be fully 
“seasoned” before its admission to trading. Such seasoning is gen- 
erally measured by a requirement that the enterprise show earnings 
of not less than $1 million per year for at least the last 3 years. Con- 
sequently, the requirements of the New York Stock Exchange would 
preclude trading in the securities of small businesses on that market. 
On our exchange no established earnings record is required, and a 
company is accepted for trading if, in the opinion of our securities 
committee, it shows a real growth potential, and the management, 
upon investigation, is found satisfactory. 

Here we encounter one of the big obstacles to equity financing by 
small enterprises. For even under our minimum standards, which 
require companies to have outstanding at least 100,000 shares of stock 
in the hands of not less than 500 people, the bulk of the small com- 
panies with which you are concerned could not qualify for listing. 
This is not an arbitrary standard—our experience has proved that 
we cannot maintain, in the interest of the public; a fair, free, and 
open auction market on a smaller scale. 

The absence of such an auction market and an attendant lack of 
liquidity make the securities of the very small companies less attrac- 
tive or even unacceptable to most members of the public. Much the 
same reception is accorded the securities of these companies when 
traded exclusively in the over-the-counter or nonexchange market. 
The investment banker, therefore, is placed in a position where he 
generally cannot market such securities—he simply cannot find 
buyers. 

As for the part of your question concerning costs. For those coni- 
panies that qualify, our exchange charges for listing are nominal, 
totaling $1,400 to $1,500. 

Question No. 3. How have recent conditions for financing expan- 
sion, through the sale of new equity issues, compared with conditions 
in past periods of comparable business expansion ? 

I believe that the length of the recent period of business éxpansion, 
coupled with the efforts of the Government, however limited, to direct 
business to small units, has resulted in the immediate past in an im- 
provement in the ability of some of these smaller enterprises to obtain 
financing. In all fairness, maybe this has been confined to those firms 
which possessed special know-how. 

For example: Servo Corp. started businéss in 1946 with $10,000 
capital and a $25,000 order. Last year its sales topped $3,550,000: 
McDonnell Aircraft got its teeth into its first order; $20,000, for plane 
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parts, and last year, solely on Government contracts, did $186,200,000 
of business. 

Question No. 4. To what extent have the securities markets pro- 
vided small business with the equity capital needed for plant expan- 
sion in the period since 1952? How has this compared with the 
period of comparable economic expansion in the 1920's? 

I believe the aggregate amount provided has been significant. I 
have not, however, assembled the relevant statistical data. It is my 
understanding that the Securities and Exchange Commission has, in 
the past, compiled statistics showing the extent and the costs of ob- 
taining financing by small enterprises. I suggest, therefore, that it 
would be appropriate to request these data from them. 

Question No. 5. What is the role of the underwriter of securities 
and the investment banking house in facilitating the raising of equity 
capital for plant expansion and other purposes essential to a small 
firm’s growth and the maintenance of its competitive position with 
the industry ? 

The role of the investment banker, where he can undertake the 
financing—and I want to emphasize that, where he can undertake 
the financing—is to advise the small-business man professionally as 
to the best method of financing; whether he should continue to move 
along on short-term loans or sell a longer term mortgage issue; 
whether the time is ripe to invite other stockholders into the business 
through the sale of common stocks; whether an issue should be sold 
in the form of bonds or notes to a private investor, either individual 
or institutional, or an effort should be made to place a stock issue with 
the public. 

The answers to these questions, in turn, will depend upon many 
factors, including the improvement over a period of years of the 
firm’s earnings and its balance sheet; whether the industry in which 
it operates is a growing industry or may likely lose out to competi- 
tive industries; and whether the product or service it offers has an 
established and expanding market. 

Question No. 6. What responsibility, if any, do the securities un- 
derwriters and investment-banking houses bear for the failure of 
small business to obtain adequate amounts of capital for expansion 
purposes through the sale of equity securities ? 

In my opinion, none. I will elaborate in answer to the next ques- 
tion. 

Question No. 7. What evidence is there that the investment-bank- 
ing houses give preferential consideration to the large corporations’ 
equity-capital needs and neglect the small corporations’ needs on the 
grounds that the financing is too small ? 

I do not believe that there is, in fact, any discrimination in the correct 
sense of the word, in the approach of the investment banker to prob- 
lems of financing small business. There is no intentional neglect of 
the small corporations’ needs, nor is there preferential consideration 
given to the large corporations’ equity-capital needs. 

As a former SEC Commissioner, I say that the underwriter’s first 
responsibility is to the public, the people whom he will ask to buy the 
securities he offers. No investment banker can undertake an offering 
without first making a proper and thorough investigation; this costs 
money. Such an investigation, regardless of the size of the offering, 
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may necessitate, depending on the type of company involved, the 
obtaining of engineering or geological reports, patent opinions, plant 
surveys, appraisal reports, accounting statements, legal opinions, and 
so forth. This means that, in a great many cases, it is sumply uneco- 
nomic for the small company to seek to distribute a small issue through 
a large, nationwide investment-banking firm. On a pinnictings basis, 
the costs of doing the job properly are too high, maybe even prohibitive. 

I think some misconception of the functions of investment bankers 
has given rise to the criticism that they neglect the equity needs of 
emall businesses. Actually, the local investment banker can, and does, 
perform an important function. A number of companies whose shares 
are now traded on the American Stock Exchange looked initially to 
their home territory for finances. 

A small manufacturer in Illinois, for instance, might very well 
begin with a call on his local commercial banker for advice. The 
banker, if he feels the company should proceed with an offering of 
common stock, will be able to supply a list of 2 or 3 or more local 
underwriting houses of good repute. There are many smaller under- 
writing firms that are fully opepees to advise on setting up a small 
manufacturing company’s capital structure. 

In this connection, I may mention that an excellent discussion of the 
requirements that would interest a local underwriting firm in taking 
hold of a new capital issue for a local company is contained in the 
August 1955 memorandum, Equity Capital for Small Business 
Corporations, prepared by the small-business committee of the Invest- 
ment Banking Association of America. 

By approaching a local investment house, whose members may know 
the management and business of the applicant, it is generally possible 
to avoid much of the usual cost of investigation. ‘This is true, also, 
because the issue will, in turn, be offered locally to persons who them- 
selves will be familiar with the company. But this is important. The 
success of this approach is, of course, limited to the funds which local 
people are willing to invest in local industry, with the knowledge that 
these securities will have a limited and frequently nonliquid market. 

Question No. 8. You have suggested that the leading investment- 
banking houses establish a committee of investment experts to whom 
small companies could come with their specific financing problems. 
In your opinion, what could such a committee do to help ease the 
squeeze for small firms ¢ 

As I noted in answer to the last question, the Investment Bankers 
Association through its small-business committee 2 years ago published 
a memorandum on the subject, Equity Capital for Small Business 
Corporations, copies of which are doubtless before this committee now. 

This memorandum provides a penetrating analysis of the problem 
of helping small business raise capital through the issuance and sale 
of capital stock, and provides some solid recommendations. to be 
utilized by small firms in tapping the sources of equity capital that 
are available to them. This study in itself, quite apart from the 
efforts of members of the association to help steer applicants for capi- 
tal funds to underwriters who can help them, is a valuable step forward, 
and a clear indication of the importance attached to this problem by 
the investment-banking community. However, it has occurred to me 
that an additional step might be taken at this time to provide some 
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directives for the use of those young, growing businesses which are 
ready and eager to expand their operations. 

The recurring question, brought up at conventions which I have 
attended where small businesses have had representation, is whether 
it is practicable for the underwriters to set up a central body to which 
these small businesses may turn with specific problems for financing 
and receive the appropriate advice they need. Such a committee, it 
was argued, would require the sponsorship of well-known houses or 
associations; it would need prestige in order to operate effectively. 

Its service, it was further suggested, would be professional and ob- 
jective in nature; it might analyze the specific problem of an individual 
company, advise whether equity financing was in order, and suggest 
the names of investment-banking houses that, by the nature of their 
service, might be interested in taking a closer look at the picture. In 
short, such a continuing committee, as I envisioned it, would serve as a 
sort of small-business financial clinic. 

Question No. 9. What action, if any, have the investment bankers 
taken in response to your suggestion # 

Investment bankers as individuals, both at the Washington meeting 
where I offered the suggestion and in subsequent conversations in 
other cities, have expressed interest in the project, but have, by and 
large, questioned the results which it might achieve. Some have sug- 

rested that the best medium for such a campaign is through the small- 

usiness committee of the Investment Bankers Association which has 
given much study to the problem since the war. It might be useful 
to you to hear from a representative of that committee. I will, of 
course, be happy to assist in this work in any way possible. 

In conclusion, I would like to state that I have previously testified 
before the House Ways and Means Committee to the effect that if the 
Congress were intentionally to seek for a means of destroying the in- 
centive of investors to place their funds in equities generally, | it could 
hardly have devised a better or more effective means for accomplishing 
that purpose than the adoption of the program for the double taxation 
of corporate income which is now in effect. 

Under this form of taxation, a shareholder is taxed not only on the 
net income of the corporation in which he holds his shares, but again 
when a portion of that income is distributed to him as a dividend. 
To many investors who can afford to take the risks that equity invest- 
ments involve, the prospective returns in corporate earnings are so 
inequitably taxed that they find inadequate incentive to invest their 
funds in the expansion of ‘seasoned industries or the development. of 
new growth enterprises. I believe that because of the greater risk in- 
volved in investment in new and small enterprises, the impact of this 
tax policy is even more severe in restricting the acceptance of the se- 
curities of these companies. 

Even though the Congress may not now see its way clear to make 
an overall revision of this policy, I urge that some relief be given to 
the companies with which you are concerned today. 

We will not find the solution to the problems of small business in 
granting further loans. These organizations should not be saddled in 
their early stages with obligations to meet fixed interest and principal 
payments. T hey need per manent capital which they may keep in oper- 
ation until they have “arrived” without the necessity of meeting re- 
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current interest costs. The incurring of debt has resulted in these 
firms being driven to the wall by the slightest local or national eco- 
nomic adjustments. 

I believe that this committee should explore the possibility of set- 
ting up an investment trust or group of investment trusts of the closed- 
end type which would provide equity capital to small business and be 
jointly financed from governmental and private capital sources. 

Let me add one further note. To aid the committee in its present 
study, I had a search made of the companies which have listed equity 
securities on the American Stock Exchange during the last 3 years. 
From these listings we have selected examples of relatively small cor- 
porations that have been afforded the benefit of a national-exchange 
market. A reading of these applications by your staff will reveal some 
examples of the growth of these small companies, how they were able 
to obtain finances for their operations, and ultimately to become listed 
corporations. Thank you very much. 

The Cuarmman. Thank you, Mr. McCormick. 

In view of the time element, I will forgo asking any questions my- 
self. May I suggest to the committee that we are trying to finish 
by 12 o’clock today. If we can get through with this witness by 10 
minutes to 11, we have 1 small-business man we want to hear for 10 
minutes. Then we will have the banking witnesses, and that will en- 
able us to get through by 12. And then we will have an executive ses- 
sion to agree on a press release. I yield for Mr. Multer. 

Mr. Mutter. I have no questions, Mr. Chairman. I would like to 
indicate to Mr. McCormick that we are pleased to have him here, and 
also call his attention to the fact that some of the suggestions that he 
has elaborated upon, this committee has previously made, and that 
some of his suggestions, I hope, will be put into effect soon. 

The Cuatrman. Mr. Hill? Mr. Evins? Mr. Riehlman? 

Mr. Rieuiman. I only want to make this comment: I think Mr. Mc- 
Cormick has presented a very fine statement this morning. As Mr. 
Multer has said, I hope we will see some of the recommendations given 
further study and acted upon, particularly by our committee and by 
the investment group that you represent, sir. 

I am sure that I concur in your other suggestion, that one of the 
greatest things that this Congress could do to help the small-business 
man and all the industry is, No. 1, to provide tax relief and a readjust- 
ment of our whole tax structure. 

I also agree that if we could have some type of a loan or investment 
group that would invest money in small industries so that they would 
not be saddled in the first few years of their expansion with repay- 
ments and interest payments that you have so well outlined, causing 
them to have to close their doors due to so many failures, I think that 
would be another definite step that would reassure us that small in- 
dustry is here to stay in this country. 

I have always had this feeling, and I feel very strongly about it 
today, that the backbone of our industry is the number of small 
businesses we have in this country. 

The CuatrmMan. Mr. Brown? 

Mr. Brown. I just want to say that I am delighted to see this 
suggestion you have made on page 12 about the possibilities of the 
investment trust for small business. 
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Just one question: Has there been a noticeable trend in recent 
years toward more capital financing by debenture than by common 
stock, let us say ? 

Mr. McCormick. Unfortunately, there is no question about it, not 
only in the small-business field but in the big-business field. There 
is too much debt financing, and I think it is very unfortunate. 

Most of your witnesses up to now have talked about how to lend 
more money to small business. Actually, you are putting him over 
a barrel. Any lending institution cuts down what they are going to 
lend to the absolute mimimum. They give him no fat, and the 
immediately saddle him with interest and principal obligations. i 
think it is most unfortunate. I think a lot of very, very worth- 
while organizations have not been able to get off the ground because 
they immediately have to start paying out money when they should 
be getting more money. 

ow, this suggestion of mine about investment trusts is not new 
or novel. Private industry has organized a number of them, par- 
ticularly emanating from Boston, where private capital has put up 
money to finance small business, new business. But they have se- 
lected the spectacular. By that I mean that those trusts are putting 
the money into situations that have great growth potential. After 
careful investigation, some great companies have been financed by 
companies like American Research and others. Its program is too 
limited. 

If you want to go into the hardware business or any other business, 
you should have that opportunity. Unfortunately, that particular 
vehicle at this time is restricted, and I do not think that it will go 
for the type of thing that you are concerned with until the Govern- 
ment becomes a partner, in some way contributes to absorbing the 
losses, if the losses are there. 

I think it is the only answer to this, because that is the only device 
through which you are going to get the necessary diversification. 
An individual like you or myself is not likely to go out and buy into 
a hardware store. But we might go into a unit which has a hardware 
store and a hundred other things, and the hardware store may turn 
out to be the best investment in the group. 

Mr. Brown. On that point, the investment trust not only would 
provide diversification; but, by lumping more of them together, we 
would get around the problem that scares so many small-business men, 
that of diluting their control, not necessarily their ownership so 
much as their control. Does not that scare a lot of small businesses? 

Mr. McCormick. It scares a great many of them. And it can be 
worked out in such a way that they take in partners and still run 
their own businesses. 

Mr. Brown. And in that respect, too, it probably would not be any 
worse to have a representative of an investment trust of this kind or 
a capital setup, whatever you call it, looking over your shoulder than 
to have the local banker looking over your shoulder; is that correct ? 

Mr. McCormick. I think there is no question about it. Their ad- 
vice can help in keeping them straight, there is absolutely no question 
about that. 

Mr. Brown. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Seely-Brown ? 
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Mr. Sreiy-Brown. No questions. 

The Cuamman. Mr. Hosmer? 

Mr. Hosmer. Mr. McCormick, I think you gave us a lot of fine in- 
formation here. We had a witness yesterday who wanted us to set 
up some, I think he called them, capital banks or something like that, 
directed largely at loans to small business. I take it from your testi- 
mony you say that is exactly what small business does not need ; that it 
is dangerous to them, and they should seek equity capital; is that 
correct ¢ 

Mr. McCormick. That is correct. I was with the Government for 
15 years before I went to Wall Street. We were always accused of 
these handouts, things of that sort, trying to give small business and 
certain other interests free money. 

The Cuamman. Mr. McCormick, you were a Commissioner of the 
SEC; were you not? 

Mr. McCormick. That is correct, Mr. Chairman. I was on the 
staff for 15 years before that. I am quite sure I have testified before 
this committee in that capacity before. 

But the thing that disturbs me is that in handling this problem, I 
am not sure you are not killing small business. If you give them the 
minimum amount that these experts claim that they can carry through 
certain projects and then immediately tell them they have to start 
paying interest and to start amortizing the principal; these little firms 
cannot get off the ground on that basis. They have to be extremely 
lucky to meet a program of that type. 

The answer is they need money and it takes time to make a corpo- 
ration. With all the big ones, it took time. They had their hard times. 
The ones that are big now were small once, and they had hard times. 
But you have to give them time. 

Further loans, unless you are going to give them a nonmterest prop- 
osition, which is, let us face it, the equivalent of an equity investment 
and let us call it that. 

Mr. Hosmer. What, then, is your attitude regarding the Small 
Business Administration lending program ¢ 

Mr. McCormick. I do not say that, in addition to equity, in some 
situations they do not need and can carry loans, but I think, really, 
the thing we are talking about, the thing that disturbs us, is getting 
them off the ground. 

If it reached the point where they have capital with which to oper- 
ate and need a little more funds for expansion or development, hav- 
ing an income flow that can meet a loan, I have no problem. I think 
the Small Business Administration is doing very well in providing 
funds under those circumstances. 

The thing that I think we are concerned with is the real nub, the 
beginning. That is what little business needs today. The trouble 
is we are trying to give it to them through loans, and they cannot 
carry them. 

Mr. Hosmer. We had statistics yesterday to the effect that about 80 
percent of small businesses do not have any serious financing prob- 
lems or any problems whatsoever, but it is the remaining 20 percent. 
Of that remaining 20 percent, 19 percent, or 95 percent, were seeking 
loans rather than equity investment. You would say it perhaps 
ought to be the other way around. About 95 percent of them ought 
to be seeking equity investment. 
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Mr. McCormick. I think it is a misleading statistic. Certainly, 
they are looking for loans. They cannot get money any other way. 

Mr. Hosmer. But they should. 

Mr. McCormick. Oh, I think that is definitely the answer. 

Mr. Hosmer. I take it, from what you say, that the situation should 
just be about reversed. About 95 percent of them seeking additional 
money should be seeking it by way of risk capital rather than by way 
of loans. 

Mr. McCormick. In my opinion, there is no question about it. 

Mr. Hosmer. In one of the suggestions made yesterday concerning 
these capital banks, there was a gimmick whereby the bank would 
make a purchase of stock, but under some arrangement whereby, ap- 
parently, the corporation or the other owners of the corporation 
could have an option to repurchase that stock from the bank if it 
went up. That is nothing more than, in effect, a loan; is it not? 

Mr. McCormick. Well, that has an advantage if there is an equity 
element and the option is on the part of the company to buy it back. 
If they get in certain situations they do not have to buy it back. 

Mr. Hosmer. How about from the standpoint of the bank? They 
are not going to have much desire to put up money under that arronge- 
ment. 

Mr. McCormick. I am thinking in terms of the public and others 
who might buy these interests in investment trusts. That would be 
very bad. After all, they are going to buy some klinkers, and, as to 
the ones that are good, they do not want somebody to have a call on 
them, so, naturally, it would certainly take away from the appeal of 
the public to buy interests in these investment trusts if that gimmick 
was added. 

Mr. Hosmer. In other words, if you are going to set up one of these 
investment trusts, you would not tolerate that gimmick, would you? 

Mr. McCormick. You would not sell it. You would be right back 
where you are. 

Mr. Hosmer. Thank you, Mr. McCormick. 

Mr. Chairman, do we have a copy of that document he referred to, 
Equity Capital for Small Business Corporations? 

The Cuarrman. They are available through the Small Business Ad- 
ministration. We can get them, and we will have one sent to each 
member if you desire, Mr. Hosmer. 

Mr. Hosmer. I am wondering, to complete this record and since we 
have had such a commendation of it by the witness, perhaps we should 
include it inthe record. I will ask unanimous consent. 

The CuarrMan. It is so ordered. 

Mr. Brown. Mr. Chairman, was that not submitted by Mr. Barnes? 

(The document referred to in Mr. Barnes’ opening statement, p. 229, 
follows :) 

Equity CAPITAL FOR SMALL BuSINESS CORPORATIONS 


(Memorandum prepared by the Small Business Committee, Investment Bankers 
Association of America, August 1955) 


FOREWORD 


The owners and managers of a business, large or small, invariably hope that 
their enterprise may not merely hold its own but also grow in sales, profits, and 
assets. Expansion of an operation usually requires additional investment in both 
fixed and current assets; retained earnings alone may not be adequate for the 
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purpose. Therefore, additional funds are sought from sources outside of the 
business. 

Over the years, a pattern has been evolved to provide new money for well- 
established businesses with demonstrated earning power, if the business is large 
enough to justify a public offering of securities. Through the services of an 
investment banker, such businesses are usually able to sell their stocks or bonds 
to individuals and institutional investors. 

Even though the public market is not generally available to small business, 
the investment banker may nevertheless be helpful, not only in planning an appro- 
priate capital structure but also in finding investors with an interest in such 
ventures. It is the purpose of this booklet to discuss how the investment banker 
may be of service to the small business corporation seeking equity capital. 

It is the function of the investment banker to serve the corporate client as 
adviser and creator of capital instruments. These instruments include debt 
securities as well as equity securities. 

The investment banker may serve his corporate client as a go-between without 
commitment—that is, assist in placing a private loan or private equity issue 
with an institutional investor or a small group of institutional investors. Or 
he may purchase a security issue for public offering, either alone or with a 
group of investment bankers. He may consult with his corporate client concern- 
ing mergers and acquisitions, and frequently will represent his client in negotia- 

| tions involving these matters. In some instances he may act as a corporate 
trustee—that is, as a transfer agent or fiscal agent for a corporation. On the 
other hand, the investment banker serves his investor clientele in shaping invest- 
ment programs, obtaining information, recommending individual issues, and in 
! all other matters involving the handling of an investment portfolio. 

From the corporation’s standpoint, the investment banker’s normal function is 
the raising of capital and assisting his clients in working out a financial program 
which will facilitate the raising of capital. The investment banker is, first, a 
professional financial architect, and second, he is a merchant that markets the 
securities which he has designed to fit a particular purpose. His own capital is 
his working capital. He cannot generally tie up his own funds in long-range in- 
vestments, but seeks to turn his capital over as rapidly as possible so that he 
may meet short-term underwriting commitments. 

The investment banker concerns himself with all forms of capital—that is, debt 
in all of its forms, and preferred and common stocks. This booklet concerns 
itself only with equity capital which is the topic primarily under consideration. 
The investment banker may properly be consulted on all matters involving long- 
term capital needs. 

Mention should be made of the fees charged by investment bankers. In most 
instances the client does not incur a charge unless and until a specific assign- 
ment is completed. There may be exceptions: An investment banker may be 
employed on a fee basis to do a specific job that does not depend upon the success- 
ful completion of the assignment—but that is the exception rather than the rule. 
It is quite proper to discuss the fee with the investment banker. Usually the 
advice and counsel given involve no charge until the investment banker is 
called upon to perform a service and completes the undertaking. 

And finally, whatever else is said in this booklet about the prerequisites for 
raising equity capital, it should be borne in mind that with small corporations, 
just as much and perhaps even more than with large corporations, demonstrated 
management ability is the key that opens most lock boxes. All other enumerated 
requirements are only for the purpose of assessing and appraising management 
ability. The easiest way for the investor to appraise management ability is 
through an examination of past performance. A satisfactory trend of sales and 
i earnings is convincing evidence. Where this is lacking much other information 

is needed by the investor to justify in him a conviction that the company in 
which he is asked to invest has successful management ability. 


NNN Ne 


I. DEFINITION OF EQUITY CAPITAL 


Webster does not give us much help in defining equity capital—indeed the two 
words are not linked in the unabridged dictionary. Capital is defined as “net 
worth after deducting liabilities,” and equity is described as “what remains of 
the business after the deduction of all liens or indebtedness.” This latter defi- 
nition is labeled a colloquialism. 

Colloquialism or not, we are going to use the term “equity capital” here, be- 
cause it is in the spirit of our inquiry. Equity, as we describe it, is that part of 
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the capitalization that is not debt. It is the ownership interest, the residual claim 
to assets and earnings, and contrasts with debt which represents the first and 
fixed claim on both assets and earnings. If interest and principal payments on 
debt are not promptly met when due, bankruptcy, loss of control for the owner, 
may occur. In general, equity capital may be represented by two main types of 
securities—preferred stocks and common stocks. 


Preferred stock 


Preferred stock generally is entitled to receive a stated preferential dividend 
payment, limited in amount, before anything may be paid on shares that are 
junior to it, including the common stock. It usually has no additional claim on 
earnings. Likewise, a preferred stock generally has a preference in liquidation 
over any junior shares. If the company should be liquidated for any reason, 
voluntarily or involuntarily, the preferential claim of the preferred stock must 
be satisfied before any payment may be made to any junior shares. 

In many instances the preferred stock has a vote at all times. In all cases, 
preferred shares are entitled to vote under certain conditions. Sometimes, pre- 
ferred shares participate in the election of directors, although directors are 
usually chosen by the common shareholders as long as preferred dividends are 
maintained. In general, the rights of preferred-stock holders, in the event divi- 
dends are not paid, do not include the right to petition for bankruptcy or for 
reorganization of the corporation. After a specified number of dividends have 
lapsed there may be a provision for an election of directors in which holders 
of preferred shares are permitted to elect a certain proportion of the directorate— 
sometimes 1 or 2 directors ; sometimes even a majority of the board. 

Usually, preferred stock will have provisions restricting the actions that may 
be taken by holders of the common shares. For instance, as a rule, no additional 
shares ranking equally with or ahead of the preferred may be issued without 
consent of the preferred-stock holders. Assumption of debt beyond a certain 
amount, or of a certain kind, usually requires approval of the preferred share- 
holders. Dividends on common stock or other shares ranking below the pre- 
ferred stock normally are restricted. Dividends on junior shares are usually 
payable only out of earnings made subsequent to the issuance of the preferred 
stock, and then only if the payment does not reduce the working capital of the 
corporation below a specified amount or below a stated ratio to the preferred 
stock. Usually the owners of preferred stock must be consulted in the event 
of a merger or the sale of a substantial proportion of assets. In other words, 
the preferred-stock holder has the right to receive dividends only at the specified 
rate and the right to certain asset protection if all does not go well with the 
company. In return, the preferred stock provisions are normally drawn so that 
the company is likely to remain the kind of a company that it was when the 
preferred-stock holder invested his money. 

Preferred dividends are usually cumulative, and if not paid any one year, these 
deferred payments, as well as the current dividends, must be paid before pay- 
ments of any kind may be made on junior shares. 

Sometimes a preferred stock sinking fund or purchase fund is provided, which 
requires the company to set up, after payment of the preferred dividends, a cer- 
tain fixed amount or specified proportion of its earnings which may be used to 
purchase preferred shares in the market, or in the case of a sinking fund, to 
redeem or retire them. Shares acquired in this way are usually canceled and 
may not be reissued. 

Most preferred stock issues may be called or retired. This is the saving grace 
of preferred stock from the common-stock holders’ standpoint. If a preferred 
issue had all of the restrictions typically found in preferred stocks, as we have 
described them, and could not be taken out of the picture, the common stock 
might be seriously restricted. However, if the preferred stock is called and paid 
off, such preferred provisions, limiting action on the part of common stock, lapse, 
and freedom to act is restored to the common. A recommendation that appears 
at the end of this monograph is also noted here for emphasis because it merits 
repetition: Issuance of any form of securities senior to the common stock which 
may not be redeemed by the company at will is not advisable. 

Various features may be incorporated in a preferred-stock issue. Sometimes 
preferred stocks are entitled to additional contingent dividends—that is, after 
the payment of the regular dividend, the issue may participate with the common 
in additional dividend payments. Some preferreds carry a conversion privilege, 
which permits the preferred-stock holder, under certain conditions, to exchange 
his shares for junior shares, usually common stock, at a stated ratio. These 
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features, of course, are designed to add to the attractiveness of the preferred 
stock. Sometimes either participation or convertibility, or both, are incor- 
porated to gain more lenient fixed provisions and restrictions. Sometimes par- 
ticipation and convertibility are necessary to make the stock sufficiently attractive 
to appeal to prospective investors. 

Sometimes subordinated debentures are used in lieu of preferred stock in 
venture capital situations. Such a debenture may have provisions that are 
similar to the provisions found in preferred stock—it may carry a conversion 
privilege, or a stock option, or may be part of a package deal which would include 
the debenture and some common shares. There is this advantage in issuing 
subordinated debentures—the interest paid on the debentures and expenses in- 
curred in issuance are deductible for tax purposes on the corporation’s books, 
whereas, preferred-stock dividends are not. Investors may find the debenture 
more attractive because it places them in a somewhat stronger position. From 
the standpoint of the corporation, however, it must be remembered that default 
on subordinated debentures has the same effect as default on any other debt. 
Overburdensome debt may lead to bankruptcy. 


Common stock 


Invariably, every corporation will use common shares in its capitalization. 
Certainly that is the type of capitalization with which most small corporations 
start in business. 

Normally, common stock represents the residual ownership of the company. 
It is the ownership interest that is the first to suffer in case of a reorganization 
due to unsuccessful operation. On the other hand, holders of common stock nor- 
mally benefit most from the success of the company. Usually, common stock- 
holders control the company. They elect directors, and do such other things as 
shareholders are permitted and required to do. 

Most corporations issue but one class of common stock. Sometimes, primarily 
for the purpose of concentrating control, a company issues both a voting common 
stock and a nonvoting common stock. Indeed there have been instances in which 
an owner has sold common shares identical with the shares he holds except that 
dividends might be paid on the publicly owned shares and not on the manage- 
ment shares. While this is not a common occurence instances may be found, 
even of small business, in which voting and nonvoting common stock may solve 
a particular problem. 

As in the case of preferred shares, infinite variations are possible. In any 
event, a complicated financial structure that does not permit an eventual return 
to a straight common stock capitalization should be avoided. No securities should 
be issued which cannot be redeemed or converted into a common stock at the 
election of the corporation. 


Definition of small business 

The term “small business” means different things to different persons, The 
presidents of most corporations in this country, except those of the very largest 
ones, think of themselves as being the heads of small business. Frequently a 
corporation which is not one of the top 3 or 4 in that particular industry, is re- 
garded by its officers as a small business. In this booklet small business is 
regarded as including those organizations having annual sales not in excess of 
$1 million and annual earnings before taxes not in excess of $150,000. In the 
main, these small businesses have not had much experience in the use of various 
types of capital and have probably made their way thus far with funds of the 
owner and through occasional borrowing. 


II, ADVANTAGES OF USING OUTSIDE EQUITY CAPITAL IN A BUSINESS 


The advantage of obtaining funds through the sale of equity capital, in addi- 
tion to the funds the original owner has provided, is that these outside funds 
may permit a more rapid growth of the company than would otherwise be 
possible. 

Additional equity capital expands the credit base of the corporation and this 
enables it to borrow a larger amount of money than might otherwise be possible, 
or, putting it another way, permits borrowing on more favorable terms—that is, 
either at a lower interest rate or for a longer period of time or with fewer 
restrictions. 

There are very real advantages in having a strong balance sheet, with debt not 
too large in relation to equity, or, stated another way, where equity is sufficient 
to give an adequate credit base to support debt. Additional equity improves the 
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credit rating of the corporation with its suppliers and with its customers, 
There is an advantage, whether one is selling to a corporation or buying from 
it, in knowing that the financial position is so strong that the company can 
weather storms, expand to take care of increasing demands, and, of course, that 
it is soundly financed, and, therefore, with good management, is likely to grow. 

Additional equity capital reduces the risks involved in business. Where 
there are a number of shareholders, the ownership risk is divided among many. 
Therefore, the company may reasonably adopt a more venturesome policy than 
if only one owner is involved and all of his assets are committed to that one cor- 
poration. 

Furthermore, adding to the number of shareholders increases the source of 
potential capital. Shareholders may provide additional capital for expansion 
as time goes on if their investment experience in the company is good. 

Then, too, the sale of an equity interest may bring into the company the 
experienced and valuable counsel of new stockholders as well as additional capi- 
tal. Certainly, the interest that directors take in the operation of a company 
will increase substantially as their investment participation grows. And, 
foolish indeed is the corporation that obtains equity capital from experienced 
businessmen without tapping such experience by making the new stockhold- 
ers either directors or counselors in some capacity. On the other hand, if the 
additional equity capital is provided by someone without business experience, 
then only new capital is gained. 

The advantages of adding new ownership money are often magnified if the 
funds are obtained before the need becomes desperate. Equity should be raised 
while the outlook for the company is favorable and its performance is good. 
If the search for funds is delayed until all other sources have been exhausted, 
bargaining power is weakened, and capital is then likely to be forthcoming only 
on very stringent terms. 

Assume that the owner has overextended his operation, has used up all of 
his available funds, has tried to borrow all the money that he could, and then, 
as a last resort, offers a portion of his equity in order to get more capital. 
Under those circumstances the prospective investor is inclined to think that 
the owner’s selfishness has overcome his good judgment, and may, therefore, 
decide either not to invest or to invest only on very restrictive terms. The in- 
vestor may insist on receiving for the same amount of money a much larger 
proportion of the equity in the business, that is, insist on buying equity at a 
lower price than he would pay if circumstances were more favorable. The 
owner of a business should be foresighted in seeking equity just as in all other 
business matters. 


Ill. DISADVANTAGES OF USING OUTSIDE EQUITY CAPITAL IN A BUSINESS 


There are disadvantages to raising funds through the sale of equity: The 
dilution of the ownership interest; the loss of a certain financial and operational 
flexibility ; and increased expenses of one sort or another. 

Sale of a part interest in a business obviously reduces the original owner’s 
participation in the profits of the company. If he sells a half interest his par- 
ticipation becomes 50 percent instead of 100 percent. This may be important in 
a number of ways. Of course, refusal to sell additional shares may simply 
delay or preclude the natural growth of a corporation, or permit competitors to 
leave it behind. 

On the other hand, the premature sale of stock in a growing company may 
mean that the original owner will subsequently be reluctant further to reduce 
his proportionate interest even though funds are urgently needed for the growth 
and prosperity of the company. Timing, therefore, is most important. 

In some instances it may be better to expand the earning power gradually 
and sacrifice some immediate profits in order to obtain additional equity capital 
on more favorable terms after a higher level of income has been established. 

There is no absolute answer to the problem. When and how to finance is one 
of the hardest decisions for the businessman to make. It continues to be a 
difficult decision as a business grows, for always there is the question of whether 
it is wiser to finance expansion by debt or by equity. 

The complete flexibility of operation and decision possessed by the sole owner 
of any business is lost when equity capital is obtained externally. The sole 
proprietor need not consult or counsel with anyone. He may assume risks 
that a partner might not want to take. He has a wide latitude in a variety 
of ways: The accounting policies of the firm; the form in which he receives 
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compensation; the determination of the profits; and relations with employees. 
All in all, he is his own boss. The sale of stock to outside investors is, in a 
very real sense, like taking partners into the business. The original owner 
ceases to be a sole operator. He either becomes an employee of the owners of a 
corporation, of whom he is one, or he shares control with one or more partners. 

The sale of a portion of the equity may also entail increased expense. There 
may be the cost of raising capital if assistance is employed in this respect. Ac- 
counts may need to be kept on a more comprehensive and detailed basis. Audit- 
ing may be necessary for the information and protection of outside investors, 
as well as for the protection of management. In all respects, a new standard 
of conduct for the owner is set up when he sells a part of his equity. 

While the requirements incident to getting new capital may seem to be dis- 
advantageous they may actually prove to be a very good thing for the business. 

The sale of additional stock to new investors obviously serves to reduce the 
proportionate interest of the original owner. There is a dilution of income, 
however, only if the earnings of the business fail to increase in proportion to 
the added capital. 

The owner of a small business may be concerned about losing control of his 
enterprise. This concern is sometimes justified, but in many cases it is not. 
In a majority of small enterprises the owner of the business probably has a 
great need for a combination of talents all of which he himself does not possess. 
He may need not only capital, but may also need partners in the enterprise 
who have certain abilities which he lacks and cannot afford to buy. In such 
instances it is important to establish a feeling of confidence between investor 
and management. Without this mutual confidence the enterprise cannot be a 
sound one. 

It may be the ideal arrangement, in some situations, to have the investors 
own collectively 51 percent or more of the company and to have the proprietor- 
manager own more stock than any individual investor. This may be accom- 
plished through the use of a callable voting preferred stock with a common- 
stock bonus. The investors then have control of the management for the period 
when the major portion of their capital is needed. The preferred, being calla- 
ble, can be retired when the proprietor-manager is able and finds it desirable 
to regain control of the corporation. The type of security that may be used 
depends also upon what is attractive enough to interest the investor. 


IV. WHAT ARE THE SOURCES OF EQUITY CAPITAL FOR THE SMALL BUSINESS 
CORPORATION ? 


The small-business man should keep in mind that our American economy is 
based upon an incentive system. The principles of supply and demand apply 
to the issuance of small company securities, as well as to the distribution of 
the marketable securities of larger well-known companies. The small-business 
man should realize that he must provide securities which are attractive to 
somebody and can compete in the market with other available investments. 
Securities of small, relatively unknown companies are generally not attractive 
to the ordinary investor because they usually lack marketability and stability, 
and, often, regular income. Such securities may, however, be attractive to 
individuals in high-tax brackets who are interested in capital gains, and, 
therefore, have an incentive to buy them if properiy set up and managed. It is 
the investment banker’s function to find such prospective investors and to set 
up financial structures that will appeal to them. 

Small businesses normally do not find the public offering route open to them. 
Investment banking houses are reluctant to make a public offering if the limited 
supply of shares available precludes there being a sufficient number of share- 
holders to provide even the minimum requirements of marketability. The 
investment banker does not dare to sell securities unless he believes there is a 
reasonable probability of good marketability, because his clientele insists on 
marketability with respect to a public offering. This size restriction on public 
offering might not apply in the case of highly speculative, and for that reason, 
very attractive security offerings. Generally, however, it is not feasible for an 
investment banking house to make a public offering of the securities of a small 
business as he defined in this booklet. 

Let us then turn to private sources of equity capital—both internal and external. 
Internal sources include additional investments on the part of the owner, 
retained earnings, and perhaps sale of securities to employees of the corporation. 

It is fortunate if the owner of a business has resources outside of the enter- 
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prise which enable him to advance additional funds as they are needed. That 
solves many problems, but very seldom does the owner have personal capital 
adequate for the purpose. 

Retained earnings involved no reduction in the proportionate position of any 
stockholder and may be an important source of increased equity. However, cur- 
rent tax laws, the vicissitudes of business, and the normally slow growth of a 
new venture often limit the amount of earnings which may be added to the equity 
of a small business. 

Sale of steck to employees, frequently linked to profit-sharing programs, has 
been used successfully in a number of cases. The pros and cons of financing 
through employees are pretty extensive. There is usually agreement that some 
employee ownership of a business is admirable. On the other hand, this source 
of capital may be limited, and owners may prefer to have outside as well as 
employee shareholders. This is a source that should be given careful considera- 
tion at all times. 

rriends of the owner are often the major source of external private equity 
capital. Very frequently in the early stages of new business ventures, friends 
of the owner provide the bulk of the equity capital. This may be true even 
beyond the first stage, because these friends have a sufficient knowledge of the 
business and its owner, know what is being done, continue their confidence in 
manayzement, and want a share in its prosperity. Customers, suppliers, and in 
some rare cases, even competitors have provided equity capital for many new 
companies. Most of these groups have a very obvious self-interest in the success 
of the company, so that they become not only investors, but enthusiastic boosters 
for the company. A word of caution should be raised about this source of 
funds. Sometimes investment and participation by suppliers or customers may 
restrict the company’s operations unduly, may provoke a reluctance on the part 
of other suppliers and customers to do business with the company. 

The professional investor in a number of instances has provided equity capital 
for small business on a direct basis. As already noted, the investment banking 
house in its normal role is not a source of capital but an agency for obtaining 
capital. However, the investment banking house may invest for its own account, 
or may refer the matter to private investors interested in speculative ventures, 
when equity issues of more than usual attractiveness are offered. The average 
investment banker is very much interested in learning about companies that have 
growth possibilities, and for that reason he is always willing to discuss the 
capital problems of the small-business man and to furnish advice. He will at 
times become an investor in a company that seems particularly attractive to him, 
or will form a private syndicate capable of taking risks for this purpose. He 
may also refer the seeker after capital to professional investors whose specific 
interest he knows to be in this particular type of venture. 

If the investment banker does decide to form a syndicate to furnish the capital 
for a specific business, he may take his compensation in the form of common 
stock in the corporation rather than in cash. This type of compensation lessens 
the financial drain by preserving the cash which is so sorely needed by the 
company at this particular stage of its growth. 

There are still other professional investors—individual capitalists or capital 
pools making a specialty of investments of this kind. Sources can usually be 
found in the area in which a company operates through the Small Business 
Administration office in that area or through investment bankers to whom the 
Small Business Administration may refer the company. It should be pointed 
out that where an investment banking house forms a syndicate, quite possibly 
that syndicate may include capital pools of this kind. Nearly all such capital 
pools may be reached through investment banking channels. 

There is another source of equity capital that is often overlooked—other 
corporations. There has been a strong movement during the past few years for 
larger corporations to purchase small, attractive, growing corporations. For 
that reason many small companies are reluctant to discuss their problems with 
larger corporations in their own or affiliated fields. However, there are numer- 
ous instances of larger corporations that became minority owners of a business 
in order to maintain contact with an individual for whom they had admiration 
or to acquire a development pattern in a field in which they were not actively 
but potentially interested. 

The question very naturally rises—how is a small corporation to know which 
large corporation it may safely approach with its problem? It is best to explore 
through an intermediary in whom the small-business man has complete con- 
fidence. In seeking new capital it is accepted practice and fairly safe to be. 
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elear and outspoken before the discussion proceeds too far in outlining just 
what is sought and on what basis. Confidence is the heart of a business rela- 
tionship and should not be lightly placed. Where the investment banker, serving 
as intermediary, is informed that under no circumstances does the small corpora- 
tion want to sell out entirely, he can explore possibilities without jeopardizing 
the company in any way—indeed, without using the company’s name until he 
is sure the large corporation is willing to deal on the basis desired by the small 
corporation. In his role as intermediary the investment banker does not object 
to a businessman wanting to be accompanied by his attorney or his auditor in 
the early stages of the negotiation or, indeed, right through the negotiation. 

The professional investor is usually not an easy one to Sell. He knows all 
too well the mortality rate of small businesses. On the other hand, he has 
invested often enough so that he is not looking for the moon. He is fully cog- 
nizant of the risk he is assuming, and he usually knows that if he invests in 
a new venture he must reserve additional sums for possible future investment 
in that enterprise. It frequently happens that the initial amount of investment 
capital needed, while apparently ample, proves not to be adequate, and it is 
necessary to seek additional capital after the first blush of enthusiasm is worn 
off and before adequate earnings are generated. 

The last point warrants some further discussion. This experience is found 
in large as well as in small business ventures and there are many reasons. 
Most large corporations maintain that new projects cost them more, sometimes 
many times more than originally budgeted. The project may not have been 
as carefully considered as it was thought to be; may prove to have greater 
potentialities than first recognized; or, development might be at a faster rate 
than was originally expected or intended. The need for additional capital 
arising through such cases is not necessarily an unhappy development; it may 
spell success way beyond original anticipation. 

The new corporation should always try adequately to finance its needs when 
it is in a position to do so. Management is naturally hopeful, believes it will 
be able to accomplish its purpose with a minimum amount of capital. Yet, 
however carefully this attempt may be made, the chances are that for reasons 
already enumerated additional capital will usually be necessary. The pro- 
fessional investor has come almost to count on such a contingency. It has 
been said many times that if a dollar is put into a new venture, there should 
be two dollars to protect that dollar until the venture is completely launched 


and self-supporting. 
Vv. HOW DOES SMALL BUSINESS APPROACH THE PROBLEM ? 


All too often the small-business man first senses his financial problem when 
he finds his company under restraint as to credit. The commercial banker may 
be a little reluctant to extend or renew credit lines and creditors begin to suggest 
the need for more equity capital. The prudent small-business man will be aware 
of the probable need for additional equity capital long before this flag is raised. 
And, as noted earlier, much better terms can be obtained before the storm signals 
are up, before there is financial pressure. 

The approach that should be used in soliciting investors was indicated in the 
section on sources. In seeking to interest friends, customers, suppliers, or em- 
ployees, the approach should usually be direct and not through any intermediary. 
However, even in such instances it might be well to have the counsel of an in- 
vestment banker. He will assist in framing in the proper form of offering, in out- 
lining the variety of security provisions that might be used and the probable 
proportion of ownership interest that would need to be surrendered to obtain 
the capital required. The investment banker will point out avenues to be re- 
served for the almost inevitable need of additional financing. Usually this ad- 
vice can be had for the asking, though it need not always be followed completely. 
For example, the businessman may find that he can make a better deal than the 
investment banker thinks possible. If so, that is all to the good. 

It is well to bear in mind that the ultimate plan for financing will probably 
represent a compromise. The amount of equity capital finally raised will depend 
in part on company requirements, and in part on the terms to be met in obtain- 
ing capital. An original request for $100,000 in equity capital may be trimmed 
down to an available $50,000, or perhaps to $15,000 or even to $10,000. This 
does not mean that a mistake had been made in seeking the larger amount, be- 
cause the $100,000, if it had been available, might have accelerated progress at 
a rate not permitted by a smaller amount. In order to realize the $50,000 equity 
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desired, it may be necessary to give up a greater percentage of ownership inter- 
est in the company than is acceptable to the owner. Accordingly, the owner will 
change his plans and reduce his requirements. 

The fact that a businessman explores the possibilities of obtaining equity 
eapital does not mean that a deal will be consummated. This leads to the 
inevitable conclusion that it may frequently be well to explore the capital sources 
long before the need is present, even long before the desire exists. Knowledge 
gained through such exploration can be stored and used in the making of de- 
cisions as to the rate of expansion. There is no better way to find out that, 
when additional capital is sought, it is necessary to offer a security that is 
competitively attractive. 


VI. GENERAL RECOM MENDATIONS 


There are three points that must be kept in mind by the owner of a smail 
business who is seeking additional equity capital : 

Potential investors must be sold on, and have confidence in, the com 
pany’s management. 

Offer of an ownership interest must be on terms that are attractive when 
compared with other investment opportunities. 

All plans should be based on the long view—no steps should be taken in 
the present that might interfere with steps that may later be desirable. 

In seeking equity capital a business must carefully prepare a presentation 
of the business, accurate and comprehensive, for submission at the first dis- 
eussion. This is a fundamental requirement and a universally applicable rec- 
ommendation. It’s nothing more nor less than good salesmanship. The pro- 
spective investor cannot know the subject company as well as the owner. A 
rambling, vague story by the owner will not be likely to kindle interest on the 
part of the investor who wants an intelligible portrayal of ail the facts. 

There is only one thing that attracts investment to a corporation, and that 
is the promise of gain through increased dividends.’ The investor’s expecta- 
tion of earnings must be justified by the presentation that is made. He will 
want to consider past earnings as an indication of future earnings. He will 
examine the company’s comparative balance sheets and review progress as 
an indication of future earnings and the soundness of management’s judg- 
ment. He will want to analyze in complete detail the record of earnings, man- 
agement organization, and management progression, banking connections, char- 
acter of suppliers, and the actual customers and potential market. He will 
inquire about competition and the advantages the corporation has over com- 
petitors. He will want to know about the product of the company; how well 
it has been tested. He will want to know about what steps are being taken 
not only to keep the product up-to-date, but to improve it, to reduce manufac- 
turing cost, and to bring in new products. All of this information can be in- 
corporated in reasonable detail in a memorandum, and presented with very good 
effetct at the time of the original interview. Time will be wasted if this is not 
done. 

Here again the investment banker can be of assistance because he has ex- 
perience in preparing the kind of reports investors expect. The owner, how- 
ever, must know these facts when he approaches an investment banker for 
help. If he does not have the facts, the presentation is not likely to excite 
the interest of the investment banker. Such a detailed and comprehensive 
presentation is essential in obtaining any form of external financing. Even 
in seeking capital from internal sources, such a analysis is all to the good. The 
owner himself should have such an analysis before making an additional in- 
vestment even of his own funds. Certainly an employee contemplating in- 
vestment in the employer company should have such an analysis before he in- 
vests. And, for his own protection, the owner should give each investor, even 
though he be an associate, such an analysis before his commitment is made. 

It is not possible to recommend a single form of security ideally suited to com- 
panies generally because every company is a separate entity with its own peculiar 
circumstances that require specific adaptation and special features. There is 
one recommendation, however, that has general application—never sell any 


1The quest for capital gains rather than dividends does not affect the original purpose. 
There is only one factor that will make a stock advance in price, and that is an indication 
of higher earnings and, therefore, higher dividends. These higher dividends may be more 
or less remote, but in the long run they provide the basis for a rise in the price of the stock. 
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securities, either equity or debt, that cannot be redeemed by the company (ex- 
cept, of course, common stock). 

Retention of as large a portion of the common stock as possible by management 
is usually desirable in the early stage of a company’s growth. To this end a type 
of financing that has grown in popularity permits an investor to purchase pre- 
ferred and common stock, whereas the owner or management invests only in 
common. For example, an owner might have an equity of $25,000 and raise 
through outside investors $75,000 of which $50,000 would be in callable preferred 
stock with voting powers and $25,000 in common. This would mean that the 
corporation would have the right to redeem the preferred stock out of earnings, 
after which the original owner would again have 50 percent control of the corpo- 
ration, In contrast, had he originally sold $75,000 of common stock he would 
have permanently sold a 75-percent interest in his company. As already noted, 
selling an equity interest is the equivalent of inviting partners into the business. 
Nearly every successful company reaches the stage when this must be done, but 
it is a major step on which sound advice is needed and counsel should be sought. 
The decision warrants diligent study and careful consideration. 


The Cuatrman. Thank you very much, Mr. McCormick. We are 
grateful to you for your testimony. 

Mr. McCormick. Thank you, Mr. Chairman. 

The CHarrman. We also submitted a set of questions to Mr. Funston 
of the New York Exchange but Mr. Funston could not be here because 
he had to be in South America. However, he submitted a statement 
including answers to the questions; and, unless there is objection, 
I would like to submit for the record the letter to Mr. Funston out- 


lining the questions and his statement. Without objection, it will be 
made a part of the record. 

(The information referred to is as follows :) 

OcTOBER 14, 1957. 
Mr. G. KertH FUNSTON, 
President, New York Stock Eaechange, New York, N. Y. 

Dear Mr. FuNSTON: As you may know, the Select Committee on Small Busi- 
ness, House of Representatives of the United States, plans hearings during 
November on the financing problems of small business. 

We are endeavoring to secure factual data about the credit and capital needs 
of small business and how various segments of the financing industry are en- 
deavoring to meet those needs. 

It has been said that one of the most pressing problems facing small business 
has been the difficulty of obtaining equity capital to finance its expansion on 
a sound basis. 

The committee believes that you and your organization are in a position to 
assist us in our search for answers to the problem of facilitating the raising of 
equity capital for financing small-business growth. 

It is our hope that you will be able to appear before our committee in No- 
vember 1957 to discuss the role of the New York Stock Exchange in channeling 
the savings of the American people into the growth of American business and 
particularly small business. In this connection, we thought you might comment 
on the following: 

1. In 1956, you have estimated that American corporations will require 
$150 billion in new outside money by 1965. Could you indicate what part 
of that amount will be needed for (1) new firms; (2) expansion of small 
and medium-sized firms; and (3) expansion of large firms? 

2. Your surveys indicate an expansion in the number of shareowners 
since 1952 of 33 percent. How has this increase been distributed as be- 
tween large and small corporations? 

3. In planning your educational campaign in 1952, to broaden ownership 
of shares among Americans, what extent was the problem of increasing 
ownership of stocks in small companies taken into account? 

4. Have small firms obtained larger sums from the sale of new stock 
issues since 1952 than they did in prior post World War II years? 

5. Have their equity needs been adequately met since 1952? 

6. How does the New York Stock Exchange classify a small business 
among its listed companies? How many have been added since 1952? 


98956—57—pt. 1 25 
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7. Does the New York Stock Exchange have any suggestions to make in 
connection with facilitating the sale of securities by small firms for financ- 
ing plant expansion? 

The committee would appreciate your cooperation in appearing and testify- 
ing, including the furnishing of information indicated in this letter. Arrange- 
ments are being made to receive your testimony, commencing at 11 a. m., Fri- 
day, November 22, 1957, in room 1301, House Office Building, Washington, D. C. 

Please respond at your earliest convenience, advising the committee so that 
it may proceed with its plans for the hearings. 

Sincerely, 

WRIGHT PATMAN, Chairman. 
NEw YorK Stock EXxcHANGE, 
New York, N. Y., October 22, 1957. 
Hon. WricHT PATMAN, 
Chairman, Select Committee on Small Business, 
House of Representatives, Washington, D.C. 

DEAR CONGRESSMAN PATMAN: Thank you for your letter of October 14 in- 
viting me to testify before the Select Committee on Small Business on November 
22. Unfortunately, I will be in South America from November 8 until December 
10, visiting seven countries and making numerous speeches. My own arrange- 
ments for this trip, as well as those of my South American hosts, have been 
completed to the point where a change of schedule would be most difficult. 

I believe that you will find my views on small-business financing set forth 
in the appendix to the interim report of Subcommittee 5 of your committee. 
Several months ago Chairman Roosevelt of that subcommittee requested a state- 
ment from me on this subject, and I am enclosing a copy of my letter of June 13 
to him. I believe that letter appears in the record of the subcommittee. 

My June 13 letter, however, does not cover all of the points raised in your 
letter of October 14. Consequently, the remainder of this letter attempts to 
answer your specific questions, and supplements my reply to Congressman 
Roosevelt. 

Let me preface these particular answers with a general statement, to provide 
a frame of reference for the role of the New York Stock Exchange in channeling 
the savings of the American people into business. The exchange provides a 
secondary auction market for the securities of proven, experienced, well-estab- 
lished corporations, usually national in scope of operations. Because we pro- 
vide a national market we require that a company applying to list its securities 
be sufficiently large to have attracted a degree of national interest and that 
the particular issue to be listed have a sufficiently wide distribution to offer 
reasonable assurance that an adequate auction market in the security will exist. 

At the present time our listing policy states that a company applying for 
listing should have a demonstrated earning power, under competitive conditions, 
of $1 million annually, after all charges, including Federal income and excess 
profits taxes. As to size, net tangible assets should be at least $7 million, but 
greater emphasis will be placed on the aggregate market value of the common 
stock, where $7 million or more at the time of listing will be looked for. In the 
case of common stock issues, a broad distribution of at least 300,000 shares 
(exclusive of concentrated or family holdings) among not less than 1,500 holders 
will be looked for, with greater attention being given to holdings of 100 shares 
and above. 

While the presence of the exchange’s secondary auction market is, of course, 
an important factor in encouraging investors to purchase newly issued securities 
of listed companies, the exchange does not play a direct role in the actual 
raising of new capital, this being a function of the primary markets 

With respect to the specific questions you asked: 

1. Our estimate of the future capital needs of American business was based 
on 1965 projections by the staff of the Joint Committee on the Economic Report. 
Because those projections did not separately consider small business growth, we 
are unable to estimate small business capital requirements. A copy of the 
technical note explaining the methodology is enclosed. It contains no break- 
down of the type or size of firms (or corporations) by which new outside money 
will be needed. 

2. Our surveys of share ownership have been confined to public corporations, 
defined as “Companies with at least one stock issue traded on one of the 
country’s securities exchanges, or otherwise available to the general public 
and owned by at least 300 stockholders.” While our 1956 survey indicated 
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that “some 1,400,000 people owned shares in privately held companies only.” 
we know of no earlier estimate which is reasonably comparable, nor do we know 
of any studies that have attempted to measure Share ownership among small 
versus large corporations. 

3. Our educational campaign to broaden share ownership among Americans 
necessarily involves explaining the rewards and risks of share ownership to 
millions of potential new share owners. We have always felt that the securities 
of the generally better known and more seasoned corporations listed on the 
New York Stock Exchange are the most suitable equity investment for the rela- 
tively new common stock investor. We feel that a new, inexperienced investor 
should not compound the normal risks of equity investment by purchasing the 
securities of a new, inexperienced company. 

The best source of outside equity for small companies, in my opinion, is the 
billions of dollars of locked-in capital held by long-time investors. These in- 
vestors are blocked from transferring their assets from mature, established 
companies to smaller, often riskier ventures, by the prospect of paying a capital 
zains tax penaity. It is in this area that Congress can make an important 
contribution to increasing the flow of equity capital to small business, 

4. I am sorry to say we have no information on the relative amounts of new 
stock sold by small corporations since 1952, compared with earlier years. If 
any such data have been compiled, it may have been done by the SEC, which 
collects and publishes basic data on new stock issues. 

5. The Survey of Current Business article referred to in my letter to Congress- 
man Roosevelt compares the outside funds wanted by small and medium-size 
business with the funds obtained. This is the most recent study I know of on 
this subject. I might add that small-business men are frequently reluctant to 
seek outside equity for fear of sacrificing control of their own enterprises. 

6. Admittedly, the problem of defining “small business” is a difficult one. The 
New York Stock Exchange has no classification of “small business” as such 
among its listed companies. Some listed corporations are among the world’s 
largest ; others are relatively small in their particular industry or line of endeavor. 
Among our listing standards since 1952 has been the requirement that net tan- 
gible assets be over $7 million. A corporation of that size is probably not con- 
sidered a small business by general standards, but may be relatively small in 
its particular industry. 

7. My views on what can be done to facilitate small-business financing are 
contained in my letter of June 13 to Congressman Roosevelt, a copy of which is 
enclosed. In addition to the points mentioned in that letter, I should mention 
that in a statement before the Subcommittee on Securities of the Senate Banking 
and Currency Committee on May 29, 1957, I endorsed the proposals of S. 810 and 
S. 848 to increase the $300,000 limit on exemption of an issue from SEC registra- 
tion to $500,000. This amendment to the Securities Act of 1933 has passed the 
Senate and is now before the House Interstate and Foreign Commerce Committee. 

I sincerely regret not being available to discuss with your committee these 
important problems at the time you suggested. However, I do hope the enclosed 
material and comments on your specific questions will serve your needs. If you 
wish further information, I will be happy to supply it either by letter or by 
appearing before your committee after I return to this country. 

Sincerely yours, 
G. Kerra Funston. 


TEXARKANA, TEX., November 2, 1957. 
Mr. G. Kettn FUNSTON, 
President, New York Stock Eachange, 
New York, N. Y. 

DEAR Mr. Funston: I acknowledge and thank you for your letter of October 
22, 1957, in which you responded to the invitation sent you on October 14 to 
appear and testify before the Select Committee on Small Business of the 
House of Representatives on November 22, regarding the financing problems of 
small business. 

We are keenly disappointed that you will not be able to appear betore our 
committee on November 22. However, it is understood that it would be difficult 
for you to change the schedule and arrangements that you have made to be in 
South America on that date. Therefore, the committee will consider the sug- 
gestion you made for inclusion in the record of our hearings the statements and 
data you presented with your letter of October 22. 








384 PROBLEMS OF SMALL-BUSINESS FINANCING 


Since our committee will resume its hearings on this problem early next year, 


we shall look forward to the possibility of your appearing before our committee 
at that time. 


Sincerely yours, 
WRIGHT PATMAN, Chairman. 


JUNE 18, 1957. 
Hon. JAMES ROOSEVELT, 


Chairman, Subcommittee 5, 
Select Committee on Small Business, 
House of Representatives, Washington, D.C. 

DeEAR CONGRESSMAN ROOSEVELT: As I indicated in my letter of May 28, we are 
glad to give you our views on small-business financing. 

You are certainly correct that the securities industry “has a stake in the 
ability of worthy small business to raise capital independently * * *.” Speaking 
at Rollins College on February 26, 1956, I pointed out that “* * * the job of 
raising new money, particularly for smaller growing businesses, undoubtedly 
looms as one of the greatest (headaches today).” 

A disturbing aspect of this problem is the heavy reliance of small business 
upon borrowed funds as distinct from equity capital. The Department of Com- 
merce reported in the Survey of Current Business of October 1955 that in the 
12 months ended June 30, 1954, a broad sample of small businesses obtained 
97 percent of their external financing through loans and only 3 percent in the 
form of equity funds. This trend has continued, according to a more recent 
survey which appeared in the Federal Reserve Bulletin of October 1956. 

In this connection, the Small Business Administration reports it has declined 
an increasing proportion of small-business loan applications because of “insuffi- 
cient equity investment.” The percentage of applications declined for this rea- 
son rose from 5.6 percent in th e7 months ending June 31, 1954, to 18 percent in 
the first half of 1957. 

Recognizing the acknowledged need of small businesses for greater reliance on 
equity capital and the avoidance of excessive debt financing, the New York Stock 
Exchange has supported a number of proposals which, I believe, will aid small 
and large businesses in filling their equity-capital requirements. 

First, we have emphasized the importance of reducing the 6-month holding 
period and excessive-rate provisions of the capital-gains tax as necessary steps 
to increasing the mobility of capital. These reductions, along with an increase 
to $5,000 a year in the provisions permitting offset of capital losses against ordi- 
nary income, would stimulate capital to move more readily into the relatively new 
and riskier—but dynamic—smaller businesses of the country. We are also ¢con- 
vinced that application of the tax-free exchange-of-residence concept to securities 
would facilitate the transfer of investment funds from seasoned issues to more 
venturesome enterprises. 

Secondly, our entire exchange community has been working hard—especially 
in the last 5 years—to encourage more financially able people to invest in equity 
securities. The $50 dividend exemption and 4-percent dividend credit have been 
most helpful in that connection, for corporations have added well over 1 million 
new shareowners to their rolls since that tax relief was enacted in mid-1954. The 
next move along these lines should be to increase the credit to 10 percent and the 
exclusion to $100. 

Thirdly, our efforts and the partial dividend tax relief in 1954 have been help- 
ful, we believe, in stimulating the current high rate of equity financing—now run- 
ning double the volume of just a few years ago. A large number of these new 
stock issues are undoubtedly for smaller corporations. 

Finally, many members of the exchange are members of the Investment 
Bankers’ Association. Members of that organization are directly involved in 
the raising of capital for both large and small business. In a memorandum 
entitled “Equity Capital for Small Business Corporations,” the IBA outlined the 
problems involved in raising equity capital. In pointing out the procedures to be 
followed in approaching the equity market, the IBA took a long step forward in 
helping small firms to a sound financial structure. 

I believe, along with many others, that the country may be facing a general 
shortage of savings—especially savings available for equity investment. Recog- 
nizing the special problems facing dynamic small business, I am also interested 
in seeing proposals advanced that will encourage greater savings to assure soundly 
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financed economic growth for all business. Tax reform can make a major con- 
tribution in this direction. 


Sincerely yours, 
G. KeirH FuNsTON. 


[A technical note] 
REvISED NYSE ESstIMATE OF EQUITY CAPITAL NEEDS, 1956—65 


The following is a brief description of the basic data and methodology used 
in developing NYSE estimates of corporate-capital expenditures for plant and 
equipment for the period 1956-65. 


1. Estimated business expenditures for plant and equipment, 1956-65 


An NYSE estimate of business expenditures for plant and equipment amounting 
to $520 billion (in 1955 prices) for the years 1956 through 1965 was derived by 
straight-line interpolation between— 

(a) Council of Economic Advisers’ estimate of $89.6 billion in 1955; and 

(b) Joint Committee on the Economic Report projection of business ex- 
penditures for plant and equipment of $60 billion in 1965 at 1953 prices— 
which amounts to $62.4 billion in 1955 prices. 

This method of estimating plant and equipment outlays assumes a continuation, 
over the next decade, of recent high average rates of economic growth—un- 
affected by a prolonged recession, a major depression, war or other serious inter- 
national complications. 


2. Estimated Corporate Expenditures on plant and equipment, 1956-65 


As adequate data are not available which would indicate the relative importance 
of corporate expenditures to total business outlays for plant and equipment, the 
portion of national income originating in business (Department of Commerce 
data) accounted for by corporations was assumed to be indicative of the per- 
centage of total business investment for plant and equipment by the corporate 
sector. In addition, these data—as shown in the 1954 National Income Supple- 
ment—reveal that an increasing percentage of national income originating in 
business has been coming from corporations in recent decades. 

Projecting forward from 1954 data (latest available on national income by legal 
form of organization), it was estimated that 

(a) of the $39.6 billion that was spent in 1955, $25.7 billion—for 65 per- 
cent—came from corporations ; and 

(b) $44.9 billion, or 72 percent of the $62.4 billion the Joint Committee 
projected for 1965 (after adjustment for price changes), will be expended 
by corporations. 

Again through straight-line interpolation, the estimated total of plant and 
equipment expenditures by corporations is about $360 billion for the 10 years, 
1956-65. 

8. Estimated external financing required by corporations, 1956-65 


Relying on the Department of Commerce series, Sources and Uses of Corporate 
Funds, to obtain the basic relationships, a cumulative sources-and-uses table 
was constructed for the years 1956-65. The rationale of this step in the pro- 
cedure was merely to avoid unrealistic relationships between internal and ex- 
ternal sources of funds and total sources of funds on the one hand, and plant 
and equipment expenditures to total uses of funds on the other. 

For example, it is known from Department of Commerce data for the years 
1946-55 that plant and equipment expenditures averaged 70 percent of total 
uses. Assuming this relationship holds for the period 1955-56, the estimated 
$360 billion in capital outlays will account for roughly 70 percent of total uses, 
which will amount to about $500 billion. 

It is also known that, by definition, total uses is equal to total sources plus 
or minus whatever satistical discrepancy may be involved. Therefore, total 
sources would have to provide $500 billion during the period 1956-65. Com- 
merce data also show that external financing accounted for about 30 percent of 
total sources in the post-World War II years. Applying this percentage to total 
sources gives an estimated $150 billion of external financing required in 1956—65, 
to help support total corporate capital expenditures of $360 billion. 

Furthermore, if past relationships continue, the $150 billion of external financ- 
ing will consist of $112 billion of debt financing and $38 billion of new equity 
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securities. On this basis; new equity financing would average $3.8 billion a 
year compared with $1.9 billion from 1946 to 1955. 

As Mr. Funston stated in his speech at Rollins College on February 26: 

“I believe the level of stock issues must be stepped up to an extraordinary 
degree. I would recommend that corporations aim at an ideal target of $75 
billion in new equities by 1965, and reach a total of at least $60 billion.” 

DEPARTMENT OF RESEARCH AND STATISTICS, 
New York Srock EXcHANGE. 
Marcu 5, 1956. 
APPENDIx I 


I. BUSINESS EXPENDITURES ON PLANT AND EQUIPMENT 1956-65 


Data available 


(a) Joint committee estimate of $60 billion in year 1965, which amounts to 
$62.4 billion in 1955 prices using the Department of Commerce-CEA implicit price 
deflator for plant and equipment. 

(b) CEA estimate for 1955 of $39.6 billion. 

Method 


Assuming the increase in capital expenditures will be gradual—not sudden— 
corporate and noncorporate capital investment for plant and equipment will 
approximate $520 billion from 1956 through 1965. 

This total was derived by computing straight-line interpolation. 


Illustration 


Read down: Billions 
I cet enna pieendeid $39. 6 
I a aad ectiinnbicdine oped ni nineiba niet 62. 4 
Divided by 2 equals annual average capital expenditures during period___ 51.0 
Times number of years in period (11) equals cumulative 11-year total_____ 561, 0 
I siesta enw epetebahiigepmmnticnen 39. 6 
Equals cumulative total for 10 years, 1956-65__-_.___-____---_-_-------_-- 521. 4 


II, EXPENDITURES ON PLANT AND EQUIPMENT 1956-65, BY CORPORATIONS 


Data available 


Corporations have accounted for an increasing proportion of national income 
originating in business: 58 percent in 1930, 60 percent in 1940, 61 percent in 1948, 
65 percent in 1953, and 64 percent in 1954 (latest actual data available). Based 
on these facts, it is reasonable to assume corporations will account for about 
65 percent of national income originating in business in 1955 and 72 percent in 
1965. A further assumption, that these proportions are indicative of the 
corporate share of business expenditures for plant and equipment, results in the 
following estimates : 

(a) Corporate capital expenditures in 1955 amounted to $25.7 billion (65 
percent of $39.6 billion). 

(b) Corporate capital expenditures in 1965 will amount to $44.9 billion (72 
percent of $62.4 billion). 

Method 

Again using a straight-line interpolation between $25.7 billion in 1955 and $45 
billion in 1965, a cumulative total of about $360 billion is obtained for the 10-year 
period. 

III. CORPORATE RETAINED EARNINGS 1956-65 
Data available 

(a) Estimate of undistributed corporate profits in 1955, $10.4 billion. 

(b) Joint committee estimate for 1965, $12.6 billion (after adjustment for 
price changes). 

Method 


Straight-line interpolation between $10.4 billion in 1955 and $12.6 billion in 
1965 yields a cumulative total for the 10-year period of $115 billion. 
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IV. CORPORATE DEPRECIATION AND AMORTIZATION ALLOWANCES 1956-65 


Data available 


(a) Statistics of income: corporate depreciation and amortization allowances 
in 1952, $10.4 billion (latest data available). 

(bv) Department of Commerce: capital consumption allowances in 1952, $25.5 
billion. 

(c) Department of Commerce: capital consumption allowances in 1955, $32.3 
billion. 

(d) Joint committee estimate of capital consumption allowances in 1965, $50.2 
billion (after adjustment for prices changes). 


V. CORPORATE DEPLETION ALLOWANCES 
Data available 


(a) Statistics of income: corporate depletion allowances in 1952, $2.1 billion 
(latest data available). 

(b) Statistics of income: corporate depreciation and amortization allowances 
in 1952, $10.4 billion. 

The ratio between depletion allowances and depreciation and amortization in 
1952 was applied to the estimate of corporate depreciation and amortization 
allowances in 1955 and 1965. A linear interpolation between estimated depletion 
allowances of $2.7 billion in 1955 and $4.2 billion in 1965 gave a cumulative total 
of 835 billion for the 10 years ending in 1965. 


VI, ESTIMATES OF EXTERNAL FINANCING REQUIRED 1956-65 


In order to support capital expenditures in the magnitude of $360 billion 
from 1955 to 1965, corporations were estimated to require outside capital amount- 
ing to $150 billion. 

This estimate is based upon the historic (1946-55) trends in the sources and 
uses of corporate funds. In order to derive the estimate of the amount of outside 
financing required, and at the same time avoid internal inconsistencies between 
capital expenditures, retained earnings, etc., a sources/uses table was constructed 
for the years 1956-65. This table—shown below—retails the approximately per- 
centage relationships between the various items included, as determined by the 
Department of Commerce series for 1946-55. (See appendix II.) 


Estimated sources and uses of corporate funds, 1956-65 


{In billions} 


| | 
| Amount | Percent of 











| total 

iia a a hace = -| anes 

a te iiaee eis a i I tae | $500 100 
Retained earnings, depletion, and depreciation allowances- -_--.-.- «Graded euetaddas 325 65 
Current liabilities F pidteniete tein kaneis areas beiulin ae tiniaeaizdmiaiaiaeneanel 25 5 
External financing.-. bee de eee SE eT reali a 150 30 

CU Onno eae ee ae A are Se ecdb ct cotaenee 500 190 
ee EE CR oirn dn nocadpcapececcncd svaeciaesnsosweneesehiiacannnasaees 360 72 
Oia MOB. iow wit dct cis ets ee OL aa eee a 140 23 


VII. REQUIREMENTS FOR OUTSIDE EQUITY CAPITAL 1955-65 


Assumption A.—The average debt-equity ratio of 1946-55 will continue 
through 1965: 

(a) 1946-55 debt-equity ratio: 75 to 25 percent (3 to 1). 

(b) Total amount of outside financing : $150 billion. 

(c) $150 billion times 75 percent ; 25 percent yields : Debt, $112 billion ; equity, 
$38 billion. 

(d) The annual average of new equity required 1956-65 will amount to $3.8 
billion, double the 1946-55 average of $1.9 billion. 

Assumption B.—External financing in the next decade will be equally divided 
between debt and equity: 

(a) Debt equity : 50 to 50 percent. 
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(b) Total amount of outside financing : $150 billion. 
(c) $150 billion times 50 percent yields: Debt $75 billion; equity, $75 billion. 


Assumption C.—The average ratio of debt to equity in the next decade will 
be reduced to 1% tol: 


(a) Debt-equity ratio: 60 to 40 percent (1% tol). 
(bv) Total amount of outside financing : $150 billion. 


(c) $150 billion times 60 percent ; 40 percent yields: Debt, $90 billion; equity, 
$60 billion. 


(d@) The annual average of new equity required 1956-65 will amount to $6 
billion, or about 3 times the 1946-55 annuai average. 


APPENDIX II 


Sources and uses of corporate funds, 1946-5 
[In billions] 


o wee ] 
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Amount Percent of 

total 
ébe piel dee, Ss m A acd | = 
eb eiieies 68 oilsivoigah sinwogios lo olmulios _----| $278.8 | 100 
Retained earnings, depreciation, and amortization allowances. -_-...--.--.----..| 178. 2 65 
thei ane ptr tet gn nent et ah Ra a ENE 21.1 7 
MN arn os ne ten ecp teeta een tela o eto t eRe ore 76.5 28 
EE Eh tceacmiven 
Ne ne uxichnnsauadihannenoenawawcutimcenecatondn Os  hcuidmrdb mete: 
iiperemnnnnbet Ute Os te Bem tes Jel SI eS ot 
ne a uslsanmeeneanen 230.6 | 100 
SO ee ee 
pn un Wane Gs SiGe is. es a sie SEL ec 196. 3 | 70 
NON caascntlh Go sete adsl ess <p4bd Gi cLibivis <o5-badvdaddide--.usas | 84.3 | 30 





The Cuarrman. Mr. Geeraert, come around, please, sir. 
Mr. Geeraert, we are glad to have you as a witness before our 


Committee. I understand you have a statement. We shall be very 
glad to hear you, sir. 


TESTIMONY OF JOSEPH L. GEERAERT, BUILDER AND PRESIDENT, 
SUBURBAN MARYLAND BUILDERS ASSOCIATION 


Mr. Greerarert. My name is Joseph L. Geeraert, address 3211 Coque- 
lin Terrace, Chevy ‘Chase, Md. I am a medium-scale home builder 
operating in the Rockville area of Montgomery County, Md., build- 
ing from 150 to 250 homes per year. I am the current president and 
board chairman of the Suburban Maryland Builders Association, and 
board member of Washington Home Builders Association. The Sur- 
burban Maryland Builders Association was organized in 1953 for the 
purpose of advancing the interests of home builders and allied trades 
and professions, operating in suburban Maryland. Its present mem- 
bership totals 245 firms, of which 91 are builders and 154 allied oc- 
cupations. I appear before you as the representative of that associa- 
tion, as well as in my personal behalf. 

I believe that what I present to you in the way of the current home 
builders’ dilemma is representative of all home builders in this area, 
whether or not they are members of our association. Also the prob- 
lem I will describe is not limited to builders alone. As the builder's 
volume is reduced the effect is felt by all the various occupations 
whose business is related to home building. It is, therefore, a gen- 
eral problem. 
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In my opinion the only phase of the problem worth discussing here 
is tight money. Builders have other problems, true, as do all busi- 
nessmen, but they lie mostly within their own power of control. | Re- 
strictions on credit are beyond the builder’s control, and their effect 
on his business is tremendous. 

Credit restriction through high interest rates, for the stated purpose 
of deterring inflation, has been Federal Government policy now for 
about 2 years. We have no quarrel with this economic theory, pro- 
vided its effect is borne equally by all major industries. But this is 
not the case. Home building is the one major industry that is adverse- 
ly affected. And since the home building industry consists mainly of 
small independent firms, building a few homes each per year, the heavy 
blow falls on the small-business man—a concern of your committee. 

Government actions, in addition to the high interest rate, has di- 
rectly increased the home builder’s problem in several ways. First, it 
has kept the FHA and VA rates by law far below the market price 
of loans. Second, it has, by law, prevented the builder from including 
in his selling price his extra costs of borrowing (discount points). 
Finally, it has denied the home builder an advantage corresponding 
to that advanced to corporate borrowers, whereby the latter are al- 
lowed tax deductions, and deductions for plant depreciation. 

In effect, therefore, we have a situation in which the home builder is 
singled out as the goat. He above all others is hurt by the tight-money 
policy. According to House and Home figures, while the rest of the 
economy has currently expanded 6.5 percent, home building has been 
cut back 40 percent. 

These are national figures. But I can give you gentlemen some local 
area figures compiled by our own association. In Montgomery and 
Prince Georges Countice of suburban Maryland, the number of lots 
submitted for plat recording to the end of September for 1957 were 
4,635, against 5,559 for the ‘corresponding period in 1956; a drop of 
17 percent. Similarly, for the same period, building permits for 
single-family dwellings in this same area dropped from 5,198 to 3,948, 
a 24- -percent cutback, with a valuation drop of $7.34 million. These 
are official figures taken from county records. They apply to what 
might be ter med the heartblood of the home- building business. 

Many small-scale builders, operating in the GI market, have found 
themselves caught with houses on their hands, with costs so close to 
the CRV maximum selling price, that absorption of the discount points 
charged for financing their sale, would mean a loss. Since payment 
for services rendered by the builders’ subcontractors and suppliers 
depends on his selling his houses, when the builder cannot sell, his 
suppliers lose business. ‘This explains why the problem of tight money 
applies equally to all the small-business enterprises whose business is 
related to home building. 

I might point out further, that as the volume of homes a builder 
builds per year drops, his corresponding overhead increases, thereby 
decreasing by a few more notches the legitimate profit he is entitled to 
make. However, it is more likely that the sales price of the home has 
to be increased in order to meet this particular cost rise, thus, unfortu- 
nately, passing this added cost to the home buyer. The other alterna- 
tive is Svinente to lay off employees. Most builders are to the bets of 
my knowledge now doing this. 
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Another measure of the effect of tight money lies in the comparison 
of home building volume by builder members of our association. For 
the year 1956 our builders built 2,557 homes averaging 29 per builder. 
For the year 1957 this volume was reduced to 1,680 homes. This is a 
35 percent cutback. In my opinion, there is no let-up in actual demand 
for new homes in this area which would account for this reduction. It 
can be attributed solely to the troubles encountered in financing sales— 
which, in turn, is due to tight money. I further believe that the pub- 
licity given the tight-money situation has created a psychological 
resistance in the home buyer’s mind. Despite the established trend of 
rising building costs, he has the mistaken opinion that if he waits home 
prices will come down. 

Let me turn now to a few specific examples of the current financing 
problems drawn from my own personal experience. Please bear in 
mind, gentlemen, that the homes I build are in the so-called mass- 
market class, built to sell around $18,000. That means they are nor- 
mally intended to be financed under FHA loan insurance, or VA guar- 
anteed loan. The contrasts shown below are the conditions I am 
personally experiencing today, compared to those of 1 or 2 years ago. 
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In closing, I wish I had the acumen and foresight capable of devis- 
ing appropriate recommendations to remedy the situation. I do not. 
I can only say that I do believe, sincerely, that unless some corrective 
action is found the results will be serious. Home building is now being 
curtailed as the result of the influences I have described. Curtailment 
will continue as long as these influences prevail. Each year that this 
happens more small builders will go to the wall. Each year our na- 
tional output of homes will fall further behind the growing market 
demand. Each year the possibilities of mass layoffs increase. Need- 
less to say that in production lies the key to reduced sales prices. 

My only suggestion for remedial action is this. Assuming that 
Government policy is to hold the line on the low GI interest rate, that 
same policy should not work in times of tight money to force the 
builder to give his rightful business profit to the GI purchaser. In 
such times, when the builder’s costs include discount points, the extra 
cost of this borrowing should be permitted by law to be passed to the 
purchaser—just as in all other purchases he pays actual costs plus the 
vendor’s profit. If this one feature was oa to FHA and VA ap- 
praisals, [ feel much of the current home-building sickness would 
cured. An alternative, to which many subscribe, is to remove the 
legal limitation on FHA and VA interest rates, letting them run with 
the market, and letting competition in the financing field determine the 
rate on Government-backed mortgages. 

Still another alternative, if discount points cannot be passed to the 
purchaser, is to authorize purchase by the Treasury, from FNMA, of 
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$125 to $150 million preferred stock. This would increase FNMA 
purchasing authority of Government-backed mortgages by $1.5 bil- 
lion, a boost of approximately one-quarter the amount of GI loans 
last year. The rate of FNMA purchases should be not less than 98 
percent of face value. 

This concludes my statement, gentlemen. I want to thank you 
for the opportunity extended to me to appear before you. And I pray 
these hearings will guide you to the proper legislative solution of this 
really serious problem. 

The Cuatrman. Thank you very much. Any questions, gentle- 
men? We have our banking witnesses here when we get through with 
this gentleman and we can proceed with them. I do not want to ask 
any member who desires to ask questions to forgo an opportunity to 
do so, but I hope he will keep in mind we want to get through by 
12 o’clock if we can. 

Mr. Evins. Mr. Chairman, I yield to Mr. Multer. 

Mr. Mutrer. Thank you. If they raise the interest rate on your 
mortgages too high, or the discount rate too high and it is passed on 
to the purchaser, you price the purchaser out of that market; is that 
not so? 

Mr. Grerarrt. Well, if on the one hand you raise the rate of interest 
you would not have any points anymore to contend with. 

Mr. Mouurer. You still can price the purchaser out of the market 
if you make it too expensive for him to carry the house. 

Mr. Grrrarrt. A raise in interest rate in dollars and cents per 
monthly payment would not affect the purchaser as much as if you 
have to pay 6, 7, and 8 points discount, which has the effect of either 
having to give less house in order to maintain your normal profit, or 
else you are pricing it out of market for what you are giving. 

Mr. Mutter. Can you raise the interest rate high enough to offset 
a 10- to 15-percent discount on a mortgage ? 

Mr. Geerarert. That is a high rate of discount. I know it exists on 
the west coast. 

Mr. Mutter. They are discounting mortgages in California at as 
much as 14, 15, and 16 points today. In other places in the country 
they are getting 10 points and more. 

Mr, Geeraert. That is right. 

Mr. Muurer. You cannot overcome that by the increase in the in- 
terest rate; can you? 

Mr. GeersArrt. Not that amount of points, no, I wouldn’t say so. 

Mr. Mutrer. The only solution is to get more money into the mort- 
gage market; is that not so? 

Mr. Geerarrt, That is right. 

Mr. Murer. Can you see any reason why the national life-insur- 
ance funds should not be used for direct loans to veterans? Every 
insurance company invests a large part of their money in mortgages, 
real-estate loan mortgages as we were told here this week. The banks 
invest a large part of their money in home mortgages, pension funds 
invest a large part of their money in home mortgages. Why should 
not those moneys in trust funds for the life insurance of the veterans 
be used for direct loans to veterans ? 

Mr. Greraert. I do not see any reason why that could not be done, 
Mr. Multer, but at the present rate of interest that GI carries, I do not 
see where it would be profitable for them to do that, either. 
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The Cuatrman. Mr. Multer, may I suggest that a Member just 
returned from Spain the other day, and he said they have quite a 
housing boom in Spain using the trust funds of these different groups 
for the purpose of financing housing. It has caused quite a boom 
over there. 

Mr. Mourer. Thank you. That is all. 

The Cuairman. Thank you very kindly, sir. 

Mr. GeerskErt. Thank you, Mr. Chairman. 

The CHarrmMan. We do not have the time to hear Mr. William 
Blocher. But, gentlemen, he has prepared a very interesting state- 
ment and I suggest we put it in the record. Without objection, we 
will place it in the record at this point. 

Mr. Hosmer. Mr. Chairman, I have read Mr. Blocher’s statement 
and I concur in your suggestion. It is very helpful. 

The Cuarrman. It will be in the record. 


TESTIMONY OF WILLIAM F. BLOCHER, REPRESENTING THE 
INTERNATIONAL ASSOCIATION OF BLUEPRINT AND ALLIED 
INDUSTRIES 


Mr. Buocuer. Mr. Chairman, my name is William F. Blocher. I 
am president and treasurer of the Blocher Blue Print & Supply Co. of 
Washington, D. C. I appear here today as Washington affairs com- 
mittee chairman of the International Association of Blueprint and 
Allied Industries, a trade organization of some 900 small-business 
men engaged in the production of all types of documents, drawings, 
papers, and so forth, on sensitized materials. 

Our industry is an old one but the inventions and developments 
of new processes in recent years when coupled with the high cost of 
the technical machinery we use in old and new processes make capital 
requirements one of our most pressing problems. 

ur Washington affairs committee has been made aware of 
this problem through regional and national meetings of our 
membership. Over a year ago we began a series of exploratory con- 
ferences with other trade groups representing chabiudeicbarii, dis- 
tribution and service establishments. All legal forms of business, 
incorporated and unincorporated (partnerships and proprietorships) 
were participants in these discussions. We invited into our con- 
ferences, in addition to the businessmen, Jawyers and accountants. 

From these discussions and analyses we developed a crystalliza- 
tion of viewpoints among the participants that of all the problems 
affecting small- and medium-sized business, the most serious and 
most urgently requiring a solution is that of its inability to obtain 
the capital requirements to finance the increased costs of capital 
equipment and inventories. 

After several months of weekly meetings, involving lengthy dis- 
cussions of all kinds of problems and proposed solutions, we came 
to the conclusion that small firms generally do not have access to 
capital markets and must depend largely upon retained earnings 
after taxes as their sole, real source of equity capital. Larger firms 
are generally able to supply their capital requirements from retained 
earnings, supplemented be the issuance of securities in the capital 
markets. 
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Since smaller firms must rely more heavily on retained earnings, 
after taxes, for their equity capital, it follows rather obviously that 
present high Federal taxes fall much more heavily on the smaller 
growth businesses than on their larger competitors. 

This tax problem of small- and medium-sized business was viewed 
and discussed in an atmosphere of objectivity and with the most 

careful consideration of the budgetary and fiscal problems of our 
Government. The records of recent congressional hearings before 
this and the Senate Small Business C ommittee, the Ways and Means 
and Senate Finance Committees, and the Joint Economic Commit- 
tee were all studied as well as the various legislative proposals and 
statements of congressional and administration leaders relating to 
the tax problems of small business. Many and widely varying pro- 
posals were developed and screened. 

Our consideration of the various proposals of Members of both 
Houses of Congress, the administration, and special study groups 
resulted in a gradual evolution in the thinking of the group. As a 
result, certain premises were unanimously —_— upon as the basis 
for a sound, minimum, effective, program for tax adjustment that 
would give small business necessary relief from the pinch of capital 
requirements it cannot now meet, practically, through equity 
markets. 

The first premise was that a meaningful program of tax adjust- 
ment must deal with all legal forms of “business, including corpora- 
tions, partnerships, and individual proprietorships. 

The second premise was that a proposal should not be discrimina- 
tory. It was decided that it was not sound to propose relief for 
businesses below a certain line. Neither an earnings, capitalization, 
nor number-of-employee line can be soundly drawn that will define 
small business fairly for all lines of business. 

The third premise unanimously agreed upon was that taxes should 
not be increased on any business. 

The fourth premise was that graduated rates should be avoided, 
because it was believed that they were wrong in principle and might 
ultimately become confiseatory. The income-tax-rate proposal of 
the Cabinet Committee on Small Business, for example, was rejected 
for this reason as well as for the reason that it dealt only with 
corporations While about 85 percent of all small- and medium-sized 
businesses, according to the census, are unincorporated. 

The fifth premise was that any tax credits or adjustments designed 
to assist small business in meeting its capital requirements should 
be tightly tied to additional investments for modernization or expan- 
sion of the business. 

Keeping in mind, Mr. Chairman, the original conclusion that the 
prime need of small business is capital and that its main, if not only, 
source for capital is retained earnings after taxes, it seemed logical 
and axiomatic to this discussion group that reinvestment be made a 
condition on which relief be granted or denied. The assumption we 
made was that reinvestment, especially in the case of small business, 
would not take place unless there was need. Thus, conditioning any 
tax credit or adjustment on needed reinvestment has the additional 
virtue of stimulating the economy and business activity, which would 
inevitably result in a larger tax base, thereby minimizing any revenue 
loss to the Treasury. 
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One other basic problem of small business became quite evident in 
our discussions. It was the impact of the present estate tax on small, 
closely held businesses. The participants were unanimously agreed 
that the noticeable recent trend toward mergers and acquisitions of 
small- and medium-sized businesses by their larger competitors is, to a 
large extent, due to the impact, or fear of impact, of the estate tax 
upon the death of a partner or principal. 

After much discussion and conferring with tax lawyers and other 
experts, the group concluded that the payment period of the tax 
should be spread over a 10-year period, with interest, instead of the 

resent 18 months. In addition, it was recommended that provision 

made for the purchase of non-interest-bearing, tax-anticipation 
certificates, up to $100,000 in amount, and that such certificates should 
be excludable from the taxable estate. 

The proposals which finally emerged from the series of conferences 
we held were discussed with many members of both parties in both 
Houses of the Congress. One delegation of conferees waited upon 
Congressman Tom Curtis, of Missouri, a member of the tax-writing 
Ways and Means Committee, and discovered that he had simultane- 
ously and entirely independently arrived at substantially the same 
conclusion. 

On Wednesday, March 6, 1957, Congressman Curtis introduced a 
bill, H. R. 5735, to provide a minimum initial program of tax relief 
for small business and for persons engaged in small business. 

Mr. Chairman, I suggest to you and your committee that this bill 


would go a long way toward meeting the capital needs of small- and 
medium-sized businesses. 


H. R. 5735 would: 

1. Allow a business (incorporated or unincorporated) to deduct 
from business net income, for tax purposes, an amount equal to addi- 
tional investment in depreciable assets or inventory during the taxable 
year, but not to exceed 20 percent of such income or $30,000, which- 
ever is less. 

2. Permit the purchase, from the United States Treasury, of non- 
interest-bearing, estate-tax-anticipation certificates, for the purposes 
of paying the Federal estate tax, which would be excluded from the 
taxable estate up to a maximum of $100,000, and permit the owners 
of closely held businesses to pay estate taxes, with interest, over a 
10-year period after death. 

This bill would permit every small-business man who is trying to 
keep pace with our growing economy by expanding or modernizing 
his plant and equipment to reinvest up to 20 percent of his earnings 
before taxes each year and receive a proportionate tax adjustment 
based on the amount of his growth investment. We believe that the 
resulting stimulation to the growth of the economy would more than 
offset the potential revenue loss to the Treasury. 

As I stated at the beginning, Mr. Chairman, I appear here today 
as a spokesman for the International Association of Blueprint and 
Allied Industries. For the record, however, I would like to state that 
the principles developed in the series of conferences I have described 
and embodied in Congressman Curtis’ bill, H. R. 5735, have been en- 
dorsed by 57 national trade associations whose membership, I am 
informed, totals over one-half million small- and medium-sized busi- 
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nesses. Attached to my statement, for the committee’s information, 
is a list of these organizations which have endorsed H. R. 5735. 
Thank you, Mr. Chairman and members of the committee, for this 
opportunity to explain our feelings on this vitally important problem. 
(The list of national associations endorsing H. R. 5735, referred to 
by Mr. Blocher, follows :) 


NATIONAL ASSOCIATIONS ENpDoRSING H. R. 5735 


American Association of Nurserymen 

American Hotel Association 

American Institute of Laundering 

American Institute of Supply Associations, Inc. 
American Motor Hotel Association 

American Retail Coal Association 

American Retail Federation 

American Trucking Association 

American Tung Oil Association 

American Veneer Package Association, Inc. 

Associated Equipment Distributors 

Associated Fishing Tackle Manufacturers 

Associated Retail Bakers of America 

Association of Family Apparel Stores, Inc. 

Farm Equipment Manufacturers Association 

Farm Equipment Wholesalers Association 

Grain & Feed Dealers National Association 
International Association of Blueprint & Allied Industries 
Material Handling Equipment Distributors Association 
National Appliance & Radio-TV Dealers Association 
National Association of Blueprint & Diazotype Coaters 
National Association of Home Builders 

National Association of House to House Installment Companies, Inc. 
National Association of Ice Industries 

National Association of Music Merchants, Inc. 
National Association of Refrigerated Warehouses, Inc. 
National Association of Retail Clothiers & Furnishers 
National Association of Retail Druggists 

National Association of Retail Grocers 

National Association of Shoe Chain Stores 

National Association of Tobacco Distributors 
National Association of Wholesalers 

National Automobile Dealers Association 

National Candy Wholesalers Association, Inc. 
National Council on Business Mail, Inc. 

National Electric Sign Association 

National Electrical Contractors Association 

National Electronic Distributors Association 
National Industrial Stores Association 

National Luggage Dealers Association 

National Office Furniture Association 

National Retail Farm Equipment Association 
National Retail Furniture Association 

National Retail Hardware Association 

National Sporting Goods Association 

National Stationery & Office Equipment Association 
National Tire Dealers & Retreaders Association, Inc. 
National Institutional Wholesale Grocers Association 
National Wooden Box Association 

Northwestern Lumbermen’s Association 

Retail Jewelers of America 

Sprinkler Irrigation Association 

United States Wholesale Grocers Association, Ine. 
Variety Stores Association, Inc. 

Women’s Apparel Chains Association 

Wood Office Furniture Institute 

Woodworking Machine Manufacturers Association 
Wallpaper Wholesalers Association 
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The Cuairman. Mr. Kelly and Mr. Maxwell, will you come around, 
please. 

Gentlemen, we are glad to have you. I assume you have separate 
statements. 

Mr. Ketiy. Mr. Chairman, if I may, perhaps I could proceed with 
mine. My name is William F. Kelly, and I have prepared a short 
statement here. I am president of the First Pennsylvania Banking 
& Trust Company of Philadelphia, and I am also ‘chairman of the 

credit policy commission of the American Bankers Association. 

The CHairman. You may proceed in your own way, Mr. Kelly. 
We will be glad to hear from you. 


TESTIMONY OF WILLIAM F. KELLY ON BEHALF OF THE CREDIT 
POLICY COMMISSION OF THE AMERICAN BANKERS ASSOCIATION 


Mr. Ketry. It is a pleasure to have the opportunity to come here 
before this committee again and to state the views of the association 
on this most important subject of financing small business. 

This statement, as I say, is a short statement. I appear primarily 
for the purpose of being subject to your questions, but I can go through 
it rapidly and I think make 2 or 8 points that occur to me to be of 
some Imports unce. 

In testimony given previously before House and Senate committees, 
representatives of the American Bankers Association, including my- 
self, have repeatedly called attention to the fact that the membership 
of this association is actually composed of a large segment of smal! 
business. Ninety-seven percent of all the banks in the country are 
actually small- business institutions. Of the nearly 15,000 banks in 
the Nation, almost 14,000 have deposits of less than $25 million, and 
approximately 10,000 have deposits of less than $5 million. In view 
of statutory limitations on the size of loans, it is clear that the lending 
activities of the great bulk of American banks are directed to filling 
the demands of small business as well as the demands of farmers and 
consumers. 

As further evidence of our interest in this matter, the association 
since 1944 has operated a special department, known as the Small 
Business Credit Commission, whose activities are devoted entirely to 
the interests of small business. This commission encourages banks to 
meet the varied credit needs of small businesses, and furnishes advice 
and counsel in the very many instances where special help is vitally 
needed. This program has resulted in greater cooperation between 
the smaller banks and the thousands of small-business customers and 
it has led larger banks to establish small-business lending departments 
to encourage the development of this type of business and to facilitate 
the handling of it. The growth of installment-credit departments in 
commercial banks has resulted in another source of loan volume to 
small-business concerns. It is estimated that about 25 percent of the 
outstandings of such departments are represented by oo to small 
business taking the ferm of financing the purchase of automobiles, 
delivery trucks, machinery, equipment, and even inventory and 
accounts receivable. 

The proper and adequate financing of small business will continue 
to be a major concern of the Nation’s banks. Surveys conducted by 

the association indicate that the sound and proper demands of small 
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business for the type of credit that can be furnished by banks are being 
substantially met. 

I would like to emphasize that. It is the type of credit that can 
be furnished by banks. The banks, as this committee knows, are not 
set up, they are not capitalized, they are not organized for the purpose 
of providing equity capital, and they are certainly not organized for 
the purpose of providing long-term loans. Mr. McC ormick, as far 
as I know, is not a banker, but he made a better statement on that 
subject a few minutes ago than I could make. I thoroughly agree 
with his point that the est: tablishment of loans where capital is required 
and the establishment of the type of repayment obligation that banks 
must require and even the ‘Small Business Administration must 

require, in a great many cases does more damage than it does good. 

An ant ilysis of a group of rejected loan applic: ations reveals that, 
basically, there are two reasons of a general nature why some of the 
requests for loans are not granted. A prevalent reason is the lack 
of adequate capital to support short-term credit. By adequate capi- 
tal, I mean equity capital, ee funds, or terms of that nature. 
It is a lack of adequate capital to support short-term credit. 

As we all know, excessive borrowing against inadequate capital 
is a hazardous undertaking for the borrower as well as for the eniat ! 
A great many small businesses were started with a combination of 
an idea, individual energy and a firm purpose. Very little money 
was available and, as the business grew and prospered, the acquisi- 
tion of necessary capite al to finance the expansion has been a very 
difficult problem. There are means of attacking this problem and 
Mr. Arthur Maxwell will speak on that subject later. 

The other prevalent and important reason for loan rejections seems 
to lie in the area of the lack of know-how. <A great many operators 
of small businesses are technicians of one form or another who lack 
the broad business experience which would enable them to make 
proper and timely decisions on financial matters. It is also obvious 
that very few small-business men are fully prepared to collect, in- 
terpret, and present the basic facts necessary to support an applica- 
tion for credit. Furthermore, many small-business men are unwill- 
ing to delegate management responsibility to better trained personne! 
who could be engaged to perform such a function. 

Concerted efforts on the part of the Department of Commerce, the 
Small Business Administration, and the American Bankers Associa- 
tion have achieved great success in the past few years in raising the 
general level of competency among the operators of small business. 
Much of this progress in the area of financial management has been 
accomplished through individual counseling by bankers, in addition 
to the wealth of material that has been distributed in the form of 
booklets and other educational messages. The prime contributing 
factor, however, has been the small-business clinies which were orig- 
inally stimulated by the American Bankers Assocation in concert 
with the Association of Business Universities. 

In my judgment, further progress will be made. The continuing 
interest of your committee and of other committees of the Congress 
is most helpful in maintaining proper and adequate emphasis on 
the importance of the growth and health of small business. We feel 
confident that much good will result from the study now being con- 
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ducted by the Federal Reserve Board. This study is the first really 
comprehensive examination into the conditions, the problems, and th» 
accomplishments of small business. The American Bankers Associa- 
tion will continue its vigorous work in this field. Thank you. 

The Cuatrman. Mr. Maxwell, since your statement supplements 
Mr. Kelly’s, I suggest that you proceed and then we will take the 
liberty of asking each one of you questions. 

Mr. Maxwe.u. Thank you. 


TESTIMONY OF ARTHUR F. MAXWELL ON BEHALF OF THE CREDIT 
POLICY COMMISSION OF THE AMERICAN BANKERS ASSOCIATION 


Mr. Maxweiu. Mr. Chairman and gentlemen of the committee, 
I, too, am very happy to appear before this group again. 

My name is Arthur F. Maxwell. I am president of the First Na- 
tional Bank of Biddeford, Maine, and a member of the credit policy 
commission of the American Bankers Association. I am privileged 
to appear before this committee on behalf of the association. 

Over the past few years, particularly since the close of the Second 
World War, there has been some feeling on the part of small business 
that it has not had access to a suflicient amount of capital. There are 
two factors which have played an important part in this general 
opinion. 

The first is inflation. Due to the decrease in the value of the dollar, 
a greater number of dollars has been required to carry the same unit of 
production, inventory, accounts receivable, and so forth. A aFEOE 
the same unit of production, larger sums of dollars have been require 
to purchase the same quantities of raw materials, to meet increased 
salaries and wages, and to carry greater inventories and accounts 
receivable. In other words, capital requirements as measured by the 
dollar have greatly increased in order to operate the same volume of 
business as was the case before inflation became such a definite problem. 

The second factor is our tax structure which prevents the plowing 
back of any large portion of profits into business enterprises. In 
years gone by, many a small concern has been able to regenerate its 
capital structure and enlarge its base of operations through the plow- 
ing back of profits; but with a tax structure which drains away net 
earnings at rates ranging from 30 to 52 percent of net profits, this is 
no longer possible. 

The tax drain has not only prevented the proportionate increase 
in net worth in small companies, but has to a degree encouraged waste- 
ful practices. Human nature being what it is, many an individual in 
making a decision as to whether or not an expense should be incurred 
concludes that inasmuch as the taxgatherer will collect, generally, 52 
percent of his profits, he or his company is actually bearing only 48 per- 
cent of the expense. In other words, Uncle Sam bears more than half 
of that expense item. This, too, has drained away profits that should 
properly have been used to increase the net worth of the company. 

The foregoing two items are related to capital, that portion of a 
corporation’s financial structure that should remain fixed in its balance 
sheet, or increase as the concern grows. Too many times small- 
business men fail to differentiate between capital, which remains in 
the business and shares in the profits if the company is prosperous, and 
credit, which represents rented money for either short or long periods 
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of time. When the effects of inflation and the draining away of 
profits through taxes have raised questions in the entrepreneur’s mind 
as to the adequacy of his capital structure, he recognizes many times 
the necessity for increased capital due to inflation and/or growth in 
the size of the business. 

He looks around for avenues through which he may increase his 
capital structure and is faced with the fact that, while he or his family 
has owned or controlled his company, as is the case in many small busi- 
nesses, an increase in capital will require the sharing of contro] and 
responsibility with those furnishing the new capital. This causes him 
to hesitate to take advantage of av vailable capital funds. Borrowing 
may seem to him to be the answer to his attempt to obtain funds while 
at the same time retaining control. 

When it is clearly indicated that it is permanent capital which is 
required, again the tax structure enters the picture. The corporation 
executive realizes that if additional funds are obtained through the 
sale of capital stock, the total earnings of those additional funds before 
distribution of dividends will be t taxed, whereas if he borrows the 
money or uses credit, the interest on that money will be classified as a 
business deduction. 

Accordingly, he has a tax advantage by borrowing or using credit 

rather than selling capital stock. In other words, if he borrows money 
and pays as much as 6 percent for it, the net cost to him or his company 
is approximately 3 percent after t: ixes. Thus it may be advantageous 
taxwise to borrow the funds and repay them out of profits as earned. 
This capital loan, repaid from current earnings, naturally requires a 
long term. 

Commercial banks, of course, generally restrict their loans to those 
of a short-term nature. Many banks, however, recognizing the gen- 
eral situation, have modified their practices over the last few years and 
have served the small-business man through the means of accounts re- 
ceivable financing, equipment loans, and the like, and have been active 
in the making of term loans; n: unely, those having a maturity in excess 
of 1 year, in many cases up to 3 years or even 5 years. When the flow 
of cash is figured, however the small-business man may need even 
longer than 3 or 5 years. He m: Ly require as long as 10 years to repay 
the credit. 

To meet this need, the banks in many of the States have organized 
development-credit corporations generally patterned after the first 
one which was authorized in Maine in 1949. Some 15 or 16 States now 
have these credit corporations, and 2 more are in process of formation. 

Under this program, the banks set aside a small portion of their 
capital and surplus for the making of loans which do not qualify as 
ordinary commercial loans. For instance, the length of the term re- 
quired may be prohibitive, or the financial ratios of the company’s 
balance sheet may leave something to be desired, but fundamentally the 
prospective borrower may be considered to be a worthy risk. By seg- 
regating a small part of its assets and pooling those funds with like 
funds furnished by other banks, a substantial fund has been created 
which has been of great service to small businesses in those States 
where development credit corporations are now functioning. 

Most of our banks, as Mr. Kelly pointed out, are small banks. All 
the business these banks have is small business. Small businesses make 
up the roster of depositors, and they constitute the prospects to which 
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these banks can sell or rent their money. Obviously, small] business is 
of vital concern to banks. Even the larger ones, in many instances, 
have set up small-loan departments. 

The banks of the United States are not only willing but anxious, 
in their own interest, to serve smal] proprietorships and small busi- 
nesses, because those are the accounts which constitute the bread and 
butter for most of us in the banking business and which may in due 
time become the big businesses of the future. 

The Cuatrman. Thank you, Mr. Maxwell. 

Mr. Evins, would you like to ask any questions? 

Mr. Evrys. Mr. Chairman, I think that both Mr. Maxwell and 
Mr. Kelly have given the committee excellent statements. Mr. 
Kelly summarized the problem of which we are all aware: That 
small business is confronted with a tight-money situation and there 
is a need for it, and Mr. Maxwell has noted how he has attacked the 
problem. 

As I get it from your statement, Mr. Maxwell, you feel one of the 
best means for doing that is to set up development corporations 
such as you developed initially in Maine. Would that be your 
remedy to the problem ? 

Mr. Maxwetu. That is one answer. In those States where credit 
corporations have been formed and are functioning, it has served an 
excellent need. It has in a excellent manner served a need. I wish 
that more States woud organize these corporations. We perhaps 
in the northeastern part of the country have shown the banks in other 
sections the way. We would like to see them use the tool more ef- 
fectively and more actively. 

Mr. Evins. It certainly provides one means. We have had testi- 
mony here during this week as to several development corporations 
that have been set up. They have not been too effective and there 
has been only a limited amount of capital made available to them. 

In my own State of Tennessee there has not been one developed. 
But it is a matter very much in the public’s interest at this time 
whether such a development cor poration should be created to keep 
our young boys and girls from going away to obtain employment, 
and to help small businesses. We are losing population tremen- 
dously. I think that you point to an idea here, but from other 
testimony we have had, it is not really solving the problem. 

Mr. Maxwett. The real basic problem was well stated by the 
president of the American Stock Exchange when he said that it was 
more capital rather than loans that is needed, and with that state- 
ment I must wholeheartedly agree. 

Mr. Evrns. Would you or any of the officials of the American 
Bankers Association feel that the problem is so acute that the Gov- 
ernment should participate to an extent that it is not being handled 
by private capital ? 

Mr. Maxwe x. Of course, I am a free-enterprise man. 

Mr. Evins. Well, so am I; we all are. 

Mr. Maxwett. Generally speaking, it is my feeling that private 
enterprise can do this job. I think that the situation may have 
been somewhat exaggerated. When a man is turned down for a 
loan, he does not. feel very good about it and sometimes he raises 
quite a hue and cry, although the banker declining the loan may 
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have been perfectly justified, but he is sometimes quite vocal in his 
criticism of the institution from which he has made the request. It 
may be that he requires capital rather than loans, and for one reason 
or another he does not want to sell capital, and when he is turned 
down for a loan, he does not take it very graciously. 

Now, these States in which credit corporations have been organized, 
the banks in those States realize full well that the need is fundamen- 
tally for capital. Nev ertheless, in attempting to go all the way and 
answer any possible criticism of the part that banks play in furnishing 
money, banks have tried to go all the way and perhaps a little further 
than perhaps may be considered conventional by organizing and sup- 
porting these credit corporations. It is an evidence of willingness 
to me, even to go the extra mile. Do I make my point clear there? 

Mr. Evins. Yes; I think that banks render most significant and 
important services in their local communities. And as you have 
indicated, they can only set aside a certain amount for these purposes. 
There must be some mechanism whereby they can pool and consolidate 
their resources with that of others. I think perhaps one of the valu- 
able services that the American Bankers Association can render would 
be a further educational program in this development corporation 
field. 

Mr. Maxwe tt. I can assure you I have tried to do my best. 

Mr. Evins. I appreciate that. You mentioned the need of worthy 
loans was not being met, and this committee is just trying to explore 
all the possible avenues for solving the problem. That is all, Mr. 
Chairman. 

The Cuatrman. Mr. Hill? Mr. Seely-Brown ¢ 

Mr. Srety-Brown. Mr. Maxwell, the first witness before this com- 
mittee on Wednesday, I believe it was, representing the Smaller Busi- 
ness Association of New England, mentioned the development. corpo- 
rations which have been dev eloped i in the New England area, and he 

said that they had been established for a very worthwhile purpose, 
and then he was very, very caustic as to the actual good that they have 
been able to do. 

In fact, he said they had actually not helped resolve this problem 
we have been discussing to any appreciable degree. I wonder if you 
could tell me the experience that you had in Maine with the Maine 
Credit Development Corp. ? 

Mr. Maxwetx. Could I tell you about what? 

Mr. Serety-Brown. Could you tell me what experience you have 
had with the credit development corporation which you have estab- 
lished in the State of Maine. Has that actually been successful ? 

Mr. Maxwetu. I would consider it so. We have been in business 
since early in 1950. We have helped some fifty-odd concerns. We have 
loaned about $1,800,000. We have had quite a turnover in funds. 
It has been a revolving fund. The loans outstanding now are some- 
thing like $800,000. We have helped in many ways, much as the 
country banker does in his own community, by advising, suggesting 
and counseling with these small-business men. I would say that the 
businesses that have been heiped and the businessmen that have been 
helped by our credit corporation are our most enthusiastic supporters 
and boosters. 








402 PROBLEMS OF SMALL-BUSINESS FINANCING 


Mr. Sre.y-Brown. In other words, it is your feeling that in Maine 
the credit development corporation has proved its worth ¢ 

Mr. Maxwe tt. I think it has definitely. 

Mr. Srety-Brown. Do you anticipate an expansion of that pro- 
gram ? 

Mr. Maxwewy. We do. 

Mr. Srety-Brown. How does the credit development corporation in 
Maine get its money ¢ 

Mr. Maxwe tt. It gets a small portion in the form of capital stock 
from those industries or businesses which have an interest in the over- 
all economy ot the State. They furnish the base or cushion for losses, 
and then the bulk of 

Mr. Mutrer. May we have the dollars and cents amount of that, 
please ? 

Do you know in dollars how much capital stock is subscribed ¢ 

Mr. Maxwext. The capital stock is about $92,000 in Maine at the 
present time. Then member banks, when they become members, they 
make a commitment to lend to the corporation a sum not exceeding 
21% percent of the banks’ capital and surplus. That is where the bulk 
of the funds come from. Does that answer your question, sir? 

Mr. Srety-Brown. Yes. 

The CuammMan. Mr. Multer. 

Mr. Mutrer. I do not quite follow that. If they lend 21% times 
the capital and surplus they have got $800,000 outstanding in loans 
with $92,000 capital. Where did you get the $800,000 to lend ? 

Mr. Maxwext. Two and one-half percent of the banks’ capital and 
surplus, the member banks. 

Mr. Mutter. Oh, of the member banks, of each member bank. 

Mr. Maxwetu. Yes. 

Mr. Mutter. Do you think your development corporation has all 
the money it needs ¢ 

Mr. Maxwetx. We have never run out of money yet. 

Mr. Mutrer. Is that because you have not made the loans that have 
been applied for ? 

Mr. Maxwe tu. No, sir. 

Mr. Mutter. You have 50 loans outstanding. What is the number 
of small-business enterprises in the State of Maine? 

Mr. Maxwe tt. I do not have the slightest idea. 

Mr. Muurer. What is the total number of applications this corpora- 
tion has received ¢ 

Mr. Maxwetu. I would have to guess at that only. Perhaps three 
times that number. 

Mr. Mutrer. About 150 applications received ? 

Mr. Maxwe.u. Roughly. 

Mr. Mutter. Fifty loans have been made? 

Mr. Maxwe wt. Yes. 

Mr. Muurer. Do you think this is a good operation, with approxi- 
mately an average of 10 loans a year—less than that? From 1950 to 
1957—7 years, about 8 loans a year. 

Mr. Maxweti. Mr. Multer, most of these concerns needed capital 
rather than loans. 

Mr. Mutter. Does the development corporation give them capital ? 

Mr. Maxwe tt. Oh, no. 
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Mr. Murer. It lends the money. 

Mr. Maxwe tu. It lends money. It lends money, oh, anywhere 
from 3 years to—we have made a loan as long as 18 years. 

Mr. Mutter. How many loans has the SBA made in the State of 
Maine? 

Mr. Maxwetu. I could not tell you that. 

Mr. Mutrer. As of September 1957, SBA had approved 53 loans 
in Maine for a total of $2,557,000. 

Was it you or Mr. Kelly who talked about surveys having been 
made by the American Bankers Association about this problem ? 

Mr. Ketxy. I think I made that statement. 

Mr. Mutter. Did your surveys include these questions that I have 
been asking, Mr. Kelly ? 

Mr. Ketiy. I think they did. The point that I tried to make in 
my statement, Mr. Multer, was that we found in these surveys the 
reason for a great many of the rejections to which small-business men 
have called their attention is the fact that their requests for loans ac- 
tually represented a request for capital. 

Certainly as far as our approach to this problem is concerned, I 
think that there are a great many suggestions which have been made 
to this committee with respect to how the Government may introduce 
their assistance in raising capital for small business. I think it is per- 
fectly apparent that the commercial banking system should not neces- 
sarily be made a part of that. 

I think our approach to that problem in the past, the policy of the 
association has hen to insist that whatever the Government does in 
that direction, that it adhere to two principles. First, that it actually 
lend its support only to a new field of credit or a new field of finance 
and, ane that at the time it is set up that a realistic and a practical 
process be developed so that eventually that field can find its way into 
private hands and out of Government hands. I think that has been 
the testimony that has been submitted here in the past and before 
other committees. 

Mr. Murer. On behalf of the American Bankers Association. 

Mr. Ketiy. That is correct, as well as others. 

Mr. Muurer. And I think each time that has been presented to any 
committee on which I sat, I then followed it up and asked the ques- 
tion whether the American Bankers Association approves of FHA, 
FNMA, International World Bank, Export-Import Bank, Interna- 
tional Finance Corporation, and I always got the answer and I will 
ask you to tell me now whether or not your answer is the same, that 
ABA approved of all of those projects. 

Mr. Ketty. Initially, that is correct. 

Mr. Mutter. Which of them do you not approve of today? I mean 
which of those programs does American Bankers Association disap- 
prove of today ? 

Mr. Kexxy. Well, without getting into any detail, perhaps the way 
I could best answer that is to repeat the point that I tried to make. 
I think that the American Bankers Association in the past had taken 
the position that the Government may properly introduce their sup- 
port into new fields of credit, but having once introduced their sup- 
port, as that credit has been developed that every effort should be 
made to transfer it into private hands. 
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I feel that in some of the cases of some of these agencies which you 
have mentioned, that a real effort has not been made in that direction, 
that instead of pushing it into private hands, that Government has 
had a tendency to expand their activity. 

Mr. Mutter. I am glad to hear you say that because I am one of the 
few proponents on the Banking and Currency Committee of the 
House and have been saying since 1947 that FHA should be private 
insurance enterprise and not Government insurance. But all of these 
programs obviously must be gotten underway by Government in the 
first place. I think the best example of that is the Home Owners’ 
Loan Corporation. I think you will agree with that; will you not? 

Mr. Ketiy. The Home Owners Loan Corporation certainly served 
a purpose and it was certainly supported by the commercial banks. 

Mr. Motrer. And then eventually the banks took whatever mort- 
gages that were still owned by that Government Corporation. We 
sold them to the private banks. 

Mr. Ketxy. That is right. 

Mr. Mcurer. SBA is doing that today, too, making loans and 
after they are seasoned the Small Business Administration sells those 
loans to the banks without recourse. The banks also are participating 
in loans as they are being made in the first instance. 

Mr. Hix. Will you yield, Mr. Multer? 

Mr. Mutter. Yes. 

Mr. Hixzt. The Small Business Administration has been increas- 
ing their bank participation loans in every area where they have oper- 
ated. 

Mr. Motcrer. That is right. 

Mr. Hit. And you have the same situation in the productive credit 
corporation, and it did not own a nickel of it when it began. 

Mr. Motrer. I think Mr. Hill sat with me when we conducted 
one hearing in the Midwest when almost every banker that came in 
said, “We would like to make these loans, but the banking authorities 
will not let us do it.” One banker came in and said, “I have told 
the supervising bank authorities they can do as they please about it. 
These are good loans and we are going to make them.” I think 
the Small Business Administration is now teaching the banking indus- 
try that they can make this kind of loan. 

Mr. Evins. Will the gentleman yield? 

Mr. Mctrer. Yes. 

Mr. Maxweti. You know, if I may interrupt just a minute, we 
have been able to get private banks, individual banks, to make more 
of these loans than the credit corporations themselves have taken. 
We cannot make a loan that another bank will make, under our char- 
ter, and I think that is true of all the credit corporations. 

Mr. Mutrer. That is true of SBA, too. 

Mr. Maxwetui. Yes; we have an applicant come in. He does not 
know how to make his application properly, but we sort of put our 
arm around him and help him along with his application, get his fig- 
ures and facts together, and when the time comes to close the loan, we 
find that some individual bank is willing to make it, and I think 
that is one of the worthwhile results of these credit corporations. 
They get these applications, they dress them up and convince the local 
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banker that he can make that loan. They have taken more of these 
loans than we have. 

Mr. Evins. Will the gentleman yield ? 

Mr. Muurer. Surely. 

Mr. Evins. I think it might be well to point out that Mr. Barnes, 
the SBA Administrator, on “yesterday testified that more than 70 per- 
cent of the loans which SBA made were bank participating loans. 

Mr. Maxwe t. I will say it is my opinion Mr. Barnes, within the 
limits of the law, has done an excellent job as Administrator. 

Mr. Mutter. I think he is entitled to more credit for the loans that 
he did not make but got banks, he and his Administration got banks 
to make in the first instance, so his record is that much lower on loans 
actually made. 

Mr. Maxwe.ui. We have no quarrel with Mr. Barnes. He has done 
a very fine job. 

Mr. Evins. We have no quarrel either. I personally do not. I want 
merely to point out that they are sound loans because banks are par- 
ticipating to the extent of 70 percent. 

Mr. Mutrer. With that kind of picture I cannot understand why 
the American Bankers Association says SBA should not perform a 
necessary function and we should not ‘extend it, we should let it die. 
Is that your personal opinion 

Mr. Ketxy. I think, Mr. Multer, that some of the testimony before 
this committee and certainly my conviction is that a great many of the 
loans that SBA is making should not be loans at all. I think they are 
making capital advances too under the guise of loans and the banks 
are participating with them. Perhaps if some equity capital was made 
available in some other fashion, perhaps the Small Business Admin- 
istration’s activities would be further reduced. 

Mr. Mutter. You know the strange commentary about that is 
SBA’s loss ratio is so much smaller than that of any commercial bank 
in the country that it puts the banking industry to shame. 

Mr. Ketxy. I dispute that a little bit. 

Mr. Mutter. Youcan dispute it, if you like, but that is the record. 

Mr. Keiiy. How old isSBA? It 1s about 4 years old. You do not 
learn anything in 4 years, sir, in the administration of loans. After 
they are 10 years old, why then we will start matching statistics. 

Mr. Muurer. Let us see if that is so. Take your Dun & Bradstreet 
record of failures. How many failures were reported in the last 3 
years by Dun & Bradstreet? How many of them had commercial loans 
from their local banks? Ninety-nine percent of them did. How many 
Dun & Bradstreet failures had loans from SBA in the last 3 years? 

Mr. Ketity. Maybe SBA is keeping them afloat for a few years, 
giving them achance. That is a possibility. 

Mr. Maxwe ti. Do I gather you feel that banks have been too liberal 
in granting credits ? 

Mr. Mutter. No; I do not think they have been liberal enough. 

Mr. Maxwett. If they were all borrowing money, do I interpret 
your statement as feeling that banks have been too liberal in making 
some of these loans to businesses ¢ 

Mr. Murer. No; it is just the opposite. I think that bankers of 
the country by and large are the most conservative people in the coun- 
try, ultraconservative. Why, you would not make an automobile 
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loan until the finance companies proved how good it was. Now, you 
want the business and you want to put the finance companies out of 
that business. A savings bank and a life-insurance company would 
not make an amortized mortgage on real estate. 

Mr. Ketuy. That is quite a statement about sales finance com- 
panies—if it were not for lines of credit they have from banks, they 
would have trouble financing very many cars. They borrow four 
times their capital from the banks, so I suggest the banks help keep 
them in business. 

Mr. Muurer. You may keep them in business, but why are you 
going after that business directly today if it was not good business? 

Mr. Ketxy. We are performing a function, I think, and a service 
to the community. 

Mr. Murer. That is right. You should have been performing it 
for a long time. Why should a man who goes out to buy an auto- 
mobile have to pay 23 percent a year interest on the unpaid balance 
when he should be able to get that kind of a loan from the bank at a 
much lower rate ¢ 

Mr. Ketiy. The banks have been in that business over 25 years 

Mr. Mutrer. The only reason a finance company can operate the 
way it does and get 4 times its capital is because they are earning 4 
times the interest that the loan warrants. There is not a finance 
company that is financing that kind of paper in the country that has 
lost money in the last 20 years. 

Mr. Ketuy. I am not here, sir, to defend the automobile-finance in- 
dustry, so I will pass that question, if I may 

Mr. Muurer. My question was not directed to defending their in- 
dustry. It was to indicate how ultraconservative the banking indus- 
try is and why we need stimulus coming from the United States Gov- 
ernment to get the bankers to do the job they are supposed todo. The 
banks are public- -service institutions, they are quasi-public institu- 
tions, and until the Government steps in and does the job for them 
and teaches them that the job is all right, they do not start to operate. 

Mr. Maxwetx. Just one exception to that, Mr. Multer. Nobody in 
Government suggested that the banks form the credit corporation. 
The banks did that on their own. Let us give them credit for one 
thing; will you ? 

Mr. Muurer. If you are entitled to the credit for that, you cer- 
tainly should have it. The banks started the development corpora- 
tions on theirown? Then my hat is off to them. 

The Cuatmrman. They are not doing much. It is kind of like put- 
ting a squirrel in a cage where he chases his tail. 

Mr. Muurer. Eight loans a year in 7 years. If Maine is typical, 
you have not set a very good example. 

Mr. Maxwewu. Most of them require capital. 

Mr. Keuuy. I think your views, Mr. Multer, with respect to the 
conservatism of banks is very different from the various Government 
bodies who are concerned with the interests of the depositors of the 
banks. Ihave often been amused at the difference between the attitude 
of a depositor and a prospective lender toward a bank. A depositor 
who has his money there, he loves the conservative banker, while the 
fellow who wants to borrow the money from the bank takes : a different 
view of it. Perhaps that is our misfortune. 
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Mr. Muurer. Since FDIC has come in, there has not been one de- 
positor in a hundred who pays any attention to what you are doing 
with hismoney. He relies on the United States Government to return 
his money to him in the event of trouble. And I said the United States 
Government. He does not know that the FDIC, if it had to go into 
aaa tomorrow, could not pay his deposit even after borrowing 

: $3.5 billion from the United States Treasury as authorized by law. 

‘And when the time comes, if it ever does come, and I hope it does not, 

| he will call on his Government to make good on the guaranty that his 
Government never gave him, because we have allowed, and the bankers 
have helped, him to believe that the United States Government is 

guaranteeing his deposits when it is not, and I think you will agree 

it 1s not. 

: I would like to come back to this matter of surveys. Could you 
submit to us the surveys that your association has made on this subject ? 

Mr. Kexuy. We could certainly get that information. 

Mr. Muurer. We would like very much to see it, 1 am sure. 

Mr. Maxwell, do you agree with Mr. Kelly that about 25 percent of 
the outstandings of the commercial banks are loans to small business? 

Mr. Maxwett. I think that is a conservative statement. 

Mr. Muurnr. You think it is more than that? 

Mr. Maxwe tu. | think it is more than that. 

Mr. Murer. Are you including in your estimate of that percentage, 
the small loans made by the small- loan departments of the banks? 

Mr. Maxweti. I am talking about all loans. 

Mr. Mutrer. Does that include the loans made by the small-loan 
departments ? 

Mr. Maxweiu. Yes. 

Mr. Mutrer. Do you consider the loans made by the small-loan 
departments of the banks as loans to small business? 

Mr. Maxwe ut. I do not consider an automobile loan of $1,000 as a 
small-business loan. That is a consumer-credit loan, as I understand 
it. 

Mr. Mouurer. That is right. And loans of less than that are usually 
to wage earners. 

Mr. Maxwetu. Yes. Take the bank that I work for. The largest 
loan we can make is $50,000, so all of our loans are small-business loans, 
I think that, what is it, two-thirds of the banks have resources of $10 
million or less—10,000 of 15,000 perhaps. All of their business has 
to be small-business loans. ‘They are small-business institutions. 

Mr. Mourer. Let us pursue that for a moment. Take your own 
bankin Maine. What is the maximum loan that your bank can make? 

Mr. Maxwetu. Fifty thousand dollars. 

Mr. Muurer. Have vou had applications come to your bank for loans 
in excess of $50,000 ? 

Mr. Maxwetn. Yes. 

Mr. Murer. You have handled them; have you not? 

Mr. Maxwet. Yes. 

Mr. Murer. You handled them by using a correspondent bank to 
take the excess that you could not take ¢ 

Mr. Maxwe.u. That is right. 

Mr. Mutter. And every other small bank in the country does the 
same thing; does it not ? 
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Mr. Maxwe tt. Yes; I think so. 

Mr. Muurer. Do you have any figures to show how much of the 
bank’s money, of this small bank’s money, is in big loans through 
participations with other banks ¢ 

Mr. Maxweu. No; I have no figures on that. 

Mr. Muurer. Has the association made any survey of that? 

Mr. Maxwetu. Of participations? 

Mr. Muurer. Yes. 

Mr. Maxweti. Not so farasI know. Do you know? 

Mr. Ketiy. Not that I know of. There never seemed to be any 
reason for it. I know from our own experience as a large cor respond- 
ent bank that the number of loans that we are asked to | participate in 
for small banks is really negligible in relation to our total lending 
activity. Participations do not occur with any great frequency, and 
I would be greatly surprised if the amount of participations sold by 
smaller banks represented any sizable portion of our total lending. 
I think it would be small percentagewise. 

Mr. Maxwexi. Our bank, for instance, I do not think has more 
than 6 or 8 outstanding. 

Mr. Ketiy. That would be my guess. 

Mr. Mutter. There are a good 1 many banks in the country referred 
to as bankers’ banks; are there not ¢ 

Mr. Key. I am not familiar with that definition. 

Mr. Mutrer. When did the association start to establish these 
small-business clinics ¢ 

Mr. Ketry. That started right after World War II, and one of 
the first was started in conjunction with the University of Pittsburgh, 
and immediately following that, it was established in Atlanta, Ga., 
at the Institute of Technology. And since that time a great many 
other colleges have taken it up—Temple University in Philadelphia, 
and many “others including Columbia University. They have been 
very successful. I was very much interested the other day when I 
met a man in business in Philadelphia who told me about the reaction 
he had gotten from a series of meetings he attended at Temple Uni- 
versity last year. 

Mr. Mutter. I am very glad to know the association did undertake 
that project. 

Mr. Maxwetu. In many cases we invite the SBA in also. 

Mr. Mutrer. That is right; and before SBA and before your asso- 
ciation took it, the example was set for you by the Senate Small Busi- 
ness Committee and the House Small Business Committee that con- 
ducted these clinics all over the country, beginning in the early 1940’s. 
I am very glad to see that we do not have to do it any more, that 
industry is taking it over from us. 

Thank you, Mr. Chairman. 

The Cuarrman. Mr. Hosmer? 

Mr. Hosmer. No questions. 

The Cuatrrman. Mr. Brown? 

Mr. Brown. You know, one of our big problems up here is that 
where there is a lack of thor ough information, we get into the realm 
of opinions, preconceived notions, and impressions, and so forth. 

Mr. Maxwell, I was intrigued a moment ago when you said that it 
was your impression that the small-busines problem had been exag- 
gerated. 
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Mr. Maxwetu. Yes; that is, the small business need for credit had 
been exaggerated. 

Mr. Brown. Or its need for capital, let us put it that way. 

Mr. Maxwe wt. Its need for capital has not been exaggerated. 

Mr. Brown. All right, sir. Tas for example, we finally got 
some facts, some real facts. The insurance companies of America 
did an excellent study. In their field it will parallel what the 
Federal Reserve System is doing in the banking field. They pre- 
sented those facts to us this week, and would it surprise you to hear 
that less than 3 percent of the $5 billion loaned o the insurance 
companies of America in a 3-year period jor long-term financing 
went to what could be interpreted as small business, by strict inter- 
pretation? Does the smallness of that figure surprise you, sir? 

Mr. Maxwett. I would not have any idea on it. 

Mr. Brown. It surprised Mr. Martin, of the Federal Reserve Sys- 
tem. So there apparently is a need for long-term capital. 

Mr. Ketiy. Yes; I think there is. 

Mr. Brown. Mr. Kelly, I want to talk with you a little bit. You 
know this is a big job. The Government might do a little bit to 
help. You have suggested what we can do, but there are also some 
things that down in the hills of the Ozarks we have been exploring 
that bankers can do better than they are doing. You told us that 
your field is short-term credit; is that correct? 

Mr. Ketxiy. Well, that is one of the fields that our bank is en- 
gaged in; that is correct. 

Mr. Brown. But certainly shorter term credit than long-term 
capital ¢ 

Mr. Keutiy. That is right. 

Mr. Brown. Now a banker and I analyzed some of our spectacu- 
lar business failures in our area in recent years, and almost with- 
out exception the real problem was in handling of accounts re- 
ceivable. Would you say that that is a common problem in the 
business community ? 

Mr. Keury. I think it is with a great many small businesses, and 
one of the reasons for it I think is their lack of skill in the handling 
of financial matters, that they have a tendency to become lazy, as 
we term it, in the handling of their receivables. 

Mr. Brown. Might I respectfully suggest, sir, that one of the 
differences in a large business handling accounts receivable and a 
small business is that in the small business the man who is selling the 
merchandise with one hand is, with the other hand, loaning the 
borrower the money, you know, and approving the borrower’s credit. 
Would you not agree with that? 

Mr. Ketxy. I think that is right. 

Mr. Brown. Now in the bigger concern, I mean the customer has 
to clear his credit and his position to buy the goods with a credit 
department ? 

Mr. Ketxy. That is right. 

Mr. Brown. In the automobile field and in the larger appliances 
field, the durable goods field, the bankers have had set up, have they 
not, credit-clearing departments, installment-credit departments? — 

Mr. Keniy. That is right. 

Mr. Brown. Might I ask if the bankers have explored the possibility 
of that same type of operation in accounts-receivable service for feed- 
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stores and for other types of stores, clothing stores, forexample. Has 
there been much work done in that field ? 

Mr. Kexry. I would say that the work that has been done in that 
field would largely fall within the category of what is termed fac- 
toring, and that is where a company would purchase the accounts 
receivable from the seller of the goods and assume the risk of pay- 
ment. Factoring is not permitted by commercial banks under most 
of the prevailing regulations because there is no loan transaction in- 
volved. In a sense they are purchasing accounts and not performing 
a lending operation. 

But whatever factoring has been done has been done successfully 
in those areas where there is very little risk of difficulty in the accept- 
ance of the shipment of the merchandise. You used the example of 
feed. This problem is not involved there. The only thing you have 
got to concern yourself with is the credit of the borrower. 

But if you are shipping some sort of manufactured goods, the big 
risk which a creditor would take would be the risk of rejection where 
those goods might not be manufactured to the specifications of the 
borrow er. Therefore he would have no legal obligation to pay for the 
transaction. That isa big problem that banks and small business have 
faced in financing receivables. 

Mr. Brown. Yes, sir. Now we are trying to attack that problem 
headon down in our area by getting the bankers together one at a time 
and talking with them to try to get their help in leading the drive to 
establish central credit agencies in the larger towns for handling ac- 
counts receivable. 

Mr. Ketuy. I think that is wholly constructive, and I can’t think 
of anything which would accomplish more good. [ think it is vitally 
needed in very many areas. 

Mr. Brown. Does the American Bankers Association have a staff ; 
a permanent staff ? 

Mr. Ketxiy. Yes, sir. 

Mr. Brown. Do you prepare material from time to time to go to 
bankers ? 

Mr. Ketxiy. That is right. 

Mr. Brown. With suggestions, ideas, and so forth ? 

Mr. Kerry. That is right. 

Mr. Brown. Do you hold clinics occasionally ? 

Mr. Ketuy. That is the function of the association, also of the vari- 
ous State associations. 

Mr. Brown. Do you think, since we are exploring every possible 
channel—and I for one want ‘to see private enterprise do as much in 
this whole field as it is possible to do. I think that in certain instances 
the Government can start the ball rolling in a certain direction, but 
I am wondering if the American Bankers Association would help us 
in this country to stimulate this idea of credit clearing and credit 
handling of accounts receivable for small-business men, “particularly 
retailers? 

Mr. Keity. I am sure they would, sir. I think it is a very con- 
structive suggestion. 

Mr. Maxwenn. The American Bankers Association will do any- 
thing to help this country. 

Mr. Brown. I think that is right. I think we are in a period when 
we have all got to work together, and I think this is one contribution 
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that you can make, and I thank you for your statement that you will 
help in that respect. 

Mr. Ketiy. We will, indeed. 

Mr. Evins. Will the gentleman yield ? 

Mr. Brown. Yes. 

Mr. Evins. As I get it in summary, your suggestions are develop- 
ment of the development corporations, the creation of more develop- 
ment corporations throughout the country with the banks participat- 
ing in the capital stock. 

Mr. Maxweu. Not the capital stock. Banks lend money to these 
corporations. National banks particularly can’t buy common stock. 

Mr. Evrys. Lending money to the development corporations ¢ 

Mr. Maxwet.. Yes. 

Mr. Evins. Now, did I understand you to state earlier that you did 
not oppose Government intervening or participating in some of these 
areas initially in the plans to get the problem solved, so long as 
bankers and private-enterprise people would move in and assume con- 

trol of it later ? 

Mr. Maxwetu. I don’t think the Government should ever start 
anything that pr Sane enterprise can on its own start and carry 
through from beginning to end. If at any time the Government 
does have to initiate any program, I think it ought to get out of the 
business as quickly as it can, as it hia in the Federal Reserve e System, 
for instance, and FDIC. 

Mr. Evins. The RFC, Reconstruction Finance Corporation ? 

Mr. Maxwetu. I am not sure we are out of the RFC. I am not 
sure but what the SBA is doing to be in on the RFC. I don’t want 
to argue that point, but I have a reservation on that one. 

Mr. Evins. The point is that where we have an emergency, where 
crises exist. If private enterprise doesn’t meet the problem or declines 
to do it, then in that area the Government week be, in your judg- 
ment, justified in moving in for a solution to the problem ? 

Mr. Maxwetu. Only that which people can’t do for themselves. 

Mr. Hosmer. Will the gentleman yield ? 

Mr. Brown. Mr. Maxwell, the facts show that the SBA since its 
inception has loaned for new plant and equipment in this country 
seven one-hundredths of 1 percent of the total amount of money that 
has been loaned for that purpose. Do you think that there is really 
anything very scary about it at that size? 

Mr. Maxwett. I think the contribution SBA has made has been of 
a very minor factor. 

Mr Evins. I yield to Mr. Hosmer. 

Mr. Hosmer. You have readily agreed to some suggestions here that 
we go ahead and expand these development corporations and so forth, 
but the burden of your testimony was that the real need lies in the 

sapital field and not in the loan field. 

Have you got any ideas as to how to go about taking care of the real 
need ¢ 

Mr. Maxwetu. One of the ways may be to straighten out this con- 
fused tax structure. 

Mr. Hosmer. Assuming that even a clarification of the tax structure 
would leave a requirement for outside equity capital for small business, 
are we to establish some channel that doesn’t exist now to get it to 
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small business or should it be done by the Government making outright 
equity investments in small business ? 

Mr. Maxwe t. I think if the Government straightened out the tax 
structure so that the rewards for risk taking would be commensurate 
with those risks, it would help immeasurably in the normal course of 
events. 

Mr. Hosmer. In other words, you wouldn’t need anything else if 
we took care of the tax problem; is that right ? 

Mr. Maxwe w. I would like to try that first. 

Mr. Hosmer. Thank you. 

Mr. Evrns. That is all, Mr. Chairman. 

The Cratrman. Thank you, gentlemen, very much. You have 
helped us in our study and investigation, and we are grateful to you 
for your appearance and for your testimony. 

Mr. Maxweu. Thank you, sir. 

Mr. Ketxy. Thank you, Mr. Chairman and gentlemen. 

The CHarrman. The Select Committee on Small Business of the 
United States House of Representatives is concluding its first series 
of hearings on financing problems of small business today with the 
following statement: 

In the present fluid world situation, the national security demands 
a strong, united effort to bolster lagging segments in our defenses and 
our economy. 

Small business must be permitted to contribute its full share in the 
present national effort. 

The committee’s studies have established conclusively that Govern- 
ment can give immediate help to small business by eliminating some 
of the inequities in the Federal tax structure that are now stifling the 
capital growth of the small enterprise. Also, we must develop more 
adequate sources of long-term loans and equity capital for small 
business. 

It is our strong feeling that the new ideas, new processes, and new 

centers of initiative that will result from such stimuli will bring new 
growth to the economy that will be of important help in the current 
emergency. 

The committee is preparing two bills for introduction at the next 
session: (1) A bill to help provide long-term loans and equity -apital 
to small business; (2) a tax bill to help small business, using the bill 
already introduced by our committee member, William Ss. Hill, of 
Colorado, as a basis for consideration. 

A united effort will be made to push these bills to enactment. 

May we have an executive session ? 

(W hereupon, at 12 o’clock noon, the committee recessed to go into 
executive session. ) 
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